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To OUR SHAREHOLDERS

This 2003 Annual Report to Shareholders contains our audited financial statements, detailed financial review and all of the information
that regulations of the Securities and Exchange Commission (the "SEC") require to be presented in annual reports to shareholders. For
legal purposes, this is the ChoiceOne Financial Services, Inc. 2003 Annual Report to Shareholders. Although attached to our proxy
statement, this report is not part of our proxy statement, is not considered to be soliciting material and is not considered to be filed with
the SEC except to the extent that it is expressly incorporated by reference in a document filed with the SEC. Shareholders who would
like to receive even more detailed information than that contained in this 2003 Annual Report to Shareholders are invited to request
our Annual Report on Form 10-K.

Our Annual Report on Form 10-K for the year ended December 31, 2003, including the financial statements and financial
statement schedules, will be provided to any shareholder, without charge, upon written request to Mr. Thomas Lampen,
Treasurer, ChoiceOne Financial Services, Inc., 109 East Division Street, Sparta, Michigan 49345.

CHOICEONE FINANCIAL SERVICES, INC,

ChoiceOne Financial Services, Inc. is a single-bank holding company. Its principal banking subsidiary, ChoiceOne Bank (Sparta,
Michigan) primarily serves communities in portions of Kent, Muskegon, Newaygo, and Ottawa counties in Michigan where the Bank’s
offices are located and the areas immediately surrounding those communities. Currently the Bank serves those markets through four
full-service offices. ChoiceOne Insurance Agencies, Inc. is a wholly-owned subsidiary of ChoiceOne Bank and sells insurance and
investment products. ChoiceOne Mortgage Company of Michigan, a wholly-owned subsidiary of ChoiceOne Bank, was formed on
January 1, 2002 and is engaged in mortgage lending.

ChoiceOne's business is primarily concentrated in a single industry segment - banking. ChoiceOne Bank is a full-service banking
institution that offers a variety of deposit, payment, credit and other financial services to all types of customers. These services include
time, savings, and demand deposits, safe deposit services, and automated transaction machine services. Loans, both commercial and
consumer, are extended primarily on a secured basis to corporations, partnerships and individuals. Commercial lending covers such
categories as business, industry, agricultural, construction, inventory and real estate. ChoiceOne Bank's consumer loan department and
ChoiceOne Mortgage Company of Michigan make direct loans to consumers and purchasers of residential property.

The principal source of revenue for ChoiceOne is interest and fees on loans. On a consolidated basis, interest and fees from loans
accounted for 72%, 74%, and 81% of total revenues in 2003, 2002, and 2001, respectively. Interest from securities accounted for 8%,
6%, and 5% of total revenues in 2003, 2002, and 2001, respectively. .




COMMON STOCK INFORMATION

ChoiceOne’s shares are traded in the over-the-counter market by several brokers. There is no well estabhshed public trading market
for the shares, trading activity is infrequent, and price information is not regularly published.

The range of high and low bid information for shares of common stock for each quarterly period during the past two years is as
follows:

2003 2002
Low - High Low High
First Quarter $14.00 $14.88 $1333 $13.57
Second Quarter - 14.00 15.92 13.57 14.50
Third Quarter 14.67 17.38 13.75 14,75
Fourth Quarter 16.00 17.50 14.00 14.75

The above market prices have been adjusted where necessary to reflect the stock dividend declared in 2002. The prices listed above
are over-the-counter market quotations reported to ChoiceOne by its market makers listed in this annual report. The over-the-counter
market quotations reflect inter-dealer prices without retail markup, markdown or commission and may not necessarily represent actual
transactions.

As of February 15, 2004, there were 1,561,864 shares of ChoiceOne Financial Services, Inc., common stock issued and outstanding.
These shares were held of record by 609 shareholders. ,

The following table summarizes cash dividends paid per share of common stock during 2003 and 2002:

2003 2002
First Quarter $0.17 $0.16
Second Quarter 0.17 0.17
Third Quarter 0.17 0.17
Fourth Quarter 0.17 0.17

Total $ 0.68 $0.67

The above dividend per share amounts have been adjusted where necessary to reflect the stock dividend declared in 2002.
ChoiceOne’s principal source of funds to pay cash dividends is the earnings and dividends paid by ChoiceOne Bank. ChoiceOne Bank
is restricted in its ability to pay cash dividends under current regulations (see Note 21 to the consolidated financial statements). Based
on information presently available, management expects ChoiceOne to declare and pay regular quarterly cash dividends in 2004.




FINANCIAL HIGHLIGHTS
ChoiceOne Financial Services, Inc.

2003 2002 2001 2000 1999
For the year (dollars in thousands)
Net interest iNCOME ..cevvvevvevveeerririenreeesrenareenns $ 7,775 § 8106 $ 7,603 $ 8032 § 7,699
Provision for 1oan 10SSes.......ccovvvivrvvmniivenininieenns 400 1,270 1,003 1,075 625
Noninterest iNCOME .ovvvvvivvvriieriereieneas [T 3,109 3,657 2,646 2,354 1,984
Noninterest EXPENSE.....cccoverrrerreriererierisrereresees 7,668 8,187 7,198 7,111 . -. 6,219
Income before income taxes ....coeevvevvreevrrvnerienens 2,816 2,306 - 2,048 2,200 2,839 .
Income tax:eXPense......uuirrainrsrerannes 715 663 590 674 . 887
NEt INCOME...cvirivrrririerienerienrerreieseereerineresressens 2,101 1,643 1,458 1,526 1,952
Cash dividends paid........cccoeervercreinenencreiennnneene 1,059 1,037 995 . 981 909 .
Per share* ’ . v T
Basic and diluted earnmgs.......;; ......................... $ 135 § 106 8§ 095 § 100 -8 128
Cash dividends........ccoovvcriiinnniineine, 0.68 0.67 0.65 0.64 . 0.60
Shareholders’ equity (at year end) .oceovrenrcenene - 13.16 1248 ~11.86 11.51 - 11.07
Average for .the year (dollars in thousands) o ) _ ) -
SECUTITIES wiveviriirericcicne e $ 31,165 $ 21,872 % 15,959 § 14,414 §. 18,062
Gros$ 10ANS ...cocvviiininiite e, . 165,224 174,135 172,018 171,620 149,402
DEPOSILS civvove ittt 149,941 141,591 135,996 133,135 123,006
Federal Home Loan Bank advances ....... e 28,416 36,489 39,189 36,786 28,019
Shareholders’ equity ......ccocovtiveeeivn e 20,045 18,703 18,058 17,366 16,572
ASSEES.eeiiviieiiiercer et e e e e 207,656 207,791 200,555 197,697 177,279
At year end (dollars in thousands) ' ' A
Securities ........ e e et e $ 40,921 $ 24,111 § 20,885 § 14,153 $ 15,126
Gross 10ans .......ccceerernnnne S eerereer e 163,132 175,061 165,823 175,776 167,980
DEPOSILS cveeereeniiiceeercricrre e 146,263 152,779 135,975 137,704 127,553
Federal Home Loan Bank advances................... 33,750 32,791 35,125 36,207 36,999
Shareholders’ equity ........cccervveeienircrriereceniene. 20,568 19,359 18,273 17,589 . 16,888
ASSCES ariieeariieniiiree ettt s s 215,467 212,324 197,791 201,194 193,107
-Selected financial ratios (in percentages)
Return on average assets.......c.cocvceriniiiiiinns 1.01% 0.79% 0.73% 0.77% 1.10%
Return on average sharcholders’ equity ............. 10.48 8.78 8.07 8.79 11.78
Cash dividend payout........ccccovcrveriercrrneiencornnienes 50.40 63.30 68.24 . 64.29 " 46.57
Shareholders’ equity to assets (at year end)....... ’ 9.55 9.12 9.24 } 8.74 875

i

* Per share amounts are retroactively adjusted for the effect of stock dividénds and stock splits.




CONSOLIDATED BALANCE SHEETS
ChoiceOne Financial Services, Inc.

December 31

2003 2002
Assets
Cash and due fTOm DANKS .......c.coreiviriieiiricieeercree ettt rs et ere s eer e s sbereene srnes $ 4,722,000 3 5,621,000
Federal funds SOIA.......ooivv ettt et ete e eeane s e e st e eb s et e et eraraas — 850,000
Cash and cash eqUIVALENTS.......c.oviiueiiiiiiic e . 4,722,000 6,471,000
Interest-bearing deposits at other financial InStitUtiONS ......coccvvvveiericiiicrii e ' — 100,000
Securities available fOor SAle ...t e 38,149,000 21,491,000
Federal Home Loan Bank StOCK .......cccooueriiireciiiieenis e esits et ceras e eae s e s enne s senes 2,456,000 2,364,000
Federal Reserve Bank SOCK .. ..coviiiicuiiiererrive it sire et eveene s ste s e srescesssassanasnssessnenes 316,000 256,000
Loans held fOr SAle.......ouvviiiiiiicceeciie ettt et etre e —_ 1,214,000
Loans, net (of allowance of $1,974,000 and $2,211,000).....cccceviemivecremnrennirrienenenne 161,158,000 171,636,000
Premises and qUIPIMENL, NEL.........ovoirerireretincrener e seene st st sbeen e e aeons 4,080,000 4,449,600
OLher TR ESLALE, TIET ...vevereiteeesetieeeeeeeeeeessee e eesteeeesestorersestseoes s esressssessstseeresssosoresssseseesos 1,433,000 1,867,000
Loan Servicing rights, NEL.....c.couuereiiieiine ettt 442,000 363,000 -
INtangible ASSELS, MEL.......covvuereriuieiieiiieie ettt e et 27,000 226,000
Other SSEtS....vvviviririeeeeiiieveeiereremreen e ettt r et et reteaeretene 2,684,000 1,887,000
TOLAL ASSELS uvevveriiireieeriirie st iiree e eresten sttt et e st e srrete s e ssbesbesrsssbesetebassnessenseassennenenns $ 215467,000 § 212,324,000
Liabilities '
Deposits — NONINEIESt-bEATING. ....cveererreer e ettt sans s sassrneens $ 17,288,000 $ 17,391,000
Deposits — INtETES-DEATING .....coveererirrisinrese sttt er s 128,975,000 135,388,000
Total deposits......ccevereeeranien O PP NP 146,263,000 152,779,000
RePUIChase AZIEEIMETIES ... .covruereeriieeieirterenieeireesi e et s bt se e ore st steserbasesresesrestanennenes T 5,305,000 5,876,000
Federal funds purchased ..........ccoeveiieiinin i 7.882,000 —
Advances from Federal Home Loan Bank.......c.ccocovivvieivceicniiec i 33,750,000 32,791,000
Other HADIITIES .vovviveiieeiiviecieee vt sere e a e e ssa e s aesbe e sae e sasenasssesnsresbentensons 1,699,000 1,519,000
TOtAl HHADIIIEIES 1...veveiveeeerreeier ettt ce e ere et bereeaebe s e bt e et etesrsese e sbenessaenseresannsnenes 194,899,000 192,965,000
Shareholders’ Equity
Preferred stock; shares authorized: 100,000; shares outstanding: none........... [T T— o —
Common stock and paid-in capital, no par value; shares authorized: 4,000,000;
shares outstanding: 1,563,415 in 2003 and 1,551,228 in 2002.....ccoiveneniienncnenenncne 15,815,000 15,645,000
Unallocated shares held by Employee Stock Ownership Plan.......c...coccecvneivievveniinnnne. (27,000) (45,000)
RETAINED CAIMUIINES . ....cvvvivieeeiieiretii e teiescse ettt et es s e ebesesssssaeresesessssststesesesbasensesene 4,264,000 3,222,000
Accumulated other comprehensive iMCOME. . .....iveeecrervercrrircrnnereteeerenreseecesaecnenaeeseenes 516,000 . 537,000
Total shareholders’ eqUItY......c..covvvviiiivr e 20,568,000 19,359,000.
Total liabilities and shareholders’ qUILY ....covecevvrercereriieecrnr e $ 215467,000 $ 212,324,000

See accompanying notes to consolidated financial statements.




. CONSOLIDATED STATEMENTS OF INCOME
ChoiceOne Financial Services, Inc.

Years ended December 31

) 2003 2002 2001
Interest income - : ‘
Loans, including fees .......coovvrveineciiicniieicienns o $ 11,091,000 $ 13,232,000 $§ 15,191,000
Securities C
TAXADIE ...ovivrivreriree ettt ennne 776,000 603,000 441,000
TAX EXEIMPL 1evrivvirerrieireirenreereretree e srer et sessssssassresresssesnosesseos - 455,000 431,000 419,000
Other ... et enrens 8,000 3,000 70,000
Total interest iNCOME ...........coovvrveeiecereerersesieesessssesisnesons 12,330,000 14,269,000 16,121,000
Interest expense :
DEPOSITS 1vevvvevereveririrenissesesesesteies ettt ere s e saereseebasesesssnssssenens 3,247,000 4,059,000 5,851,000
Advances from Federal Home Loan Bank........cccooouvevvvevvcnenennne 1,206,000 1,942,000 - 2,495,000
Federal funds purchased and repurchase agreements................... 102,000 154,000 - 159,000
OHET .ot et sttt e se st ste s e e sesbes e e e s e bensensans — 8,000 13,000
Total interest eXpense ..ot 4,555,000 6,163,000 8,518,000
Net interest iNCOME .........cccceeevvvviciiieiiieee e e rrr s rnee e 7,775,000 8,106,000 7,603,000
Provision for 10an 10SS€S .............cov.vvievrrerereeeseseeseeeseseessnenens 400,000 1,270,000 1,003,000
Net interest income after provision for loan losses .................... 7,375,000 6,836,000 6,600,000
Noninterest income v
Insurance and investment COMMISSIONS w..vevivivierererverresrerererenens 1,042,000 1,416,000 1,237,000
Customer service charges........cccovvevveeens eertreeaeerrerareerterrrsseenerron 1,001,000 1,006,000 724,000
Loan servicing fees, Net ....c.coeerreiiirnnecrinenesererie e (4,000) 66,000 87,000
Gains on sales 0f 10aNS.....ccvi e e 807,000 967,000 385,000
Gains on sales 0f SECUMTIES ...cccvvecviecreivir it 61,000 60,000 9,600
Other INCOIME ....oovieeieeeceetereei ettt enr et et erre e ereorene 202,000 142,000 204,000
Total noninterest iINCOME...........ivceevinrienereiriineeerieinenens s 3,109,000 3,657,000 2,646,000
Noninterest expense - ‘
Salaries and benefits .......ccocceeeveereeennennen, et re e e e aeeteearaearean 4,019,000 4,087,000 3,522,000
Occupancy and eqUipment ...........ov.eeeeeevrreeennes eeerereriores T 1,226,000 1,651,000 © 1,420,000
Professional SErVICES.......ccvrvveciieciiectiecee vt errre s eane e sereone ‘ 514,000 543,000 398,000
Supplies and PoOStAgE........cccoivvieiimiiinieenict s 252,000 265,000 294,000
Data processing........cviveeeerernene. e eeereereeereetreeabeeoarareeabeeatbeeneesene 361,000 368,000 256,000
Advertising and promotional ...........ccoeerererenierineninnirinesnnnn 149,000 172,000 181,000
Prepayment penalties on advances from Federal Home
L0an BanK........cooiiiviiiie e sve et r e erecar e sraene sas 156,000 — —
Oher EXPENSE .oveevereerievrerririiirieiieiiecree e e ereesseeteseesienaesnases 991,000 1,101,000 1,127,000
Total noninterest eXPense..............cocovervivreremnccnerrocreenns 7,668,000 8,187,000 7,198,000
Income before income tax...........ccccooinenieienciniiniinnnincenioinriennnne 2,816,000 2,306,000 2,048,000
Income tax expense............coeieurunnnne 715,000 663,000 590,000
NEtINCOME ..ot s O 2,101,000 8 1,643,000  $ 1,458,000
Basic and diluted earnings per common share..............c...ou...... $ 135 § 1.06 § 0.95

See accompanying notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
ChoiceOne Financial Services, Inc.

Common Accumulated
Stock and  Unallocated Other
Number of Paid in Shares held Retained  Comprehensive
Shares " Capital by ESOP Earnings Income (Loss) Total
Balance, January 1, 2001 1,386,071 $ 13,317,000 § (82,000) $ 4,222,000 $ 132,000 $ 17,589,000
Comprehensive income:
Net income 1,458,000 1,458,000
Net change in unrealized gain 50,000 50,000
Total comprehensive income 1,508,000
Shares issued 12,677 179,000 179,000
Shares repurchased (332) (5,000) (5,000)
Shares committed to be.released .

under Employee Stock :

Ownership Plan (18,000) /18,000 ) —
Stock dividend 69,290 1,002,000 (1,005,000) (3,000)
Cash dividends - : . (995,000) (995,000)
Balance, December 31, 2001 1,467,706 14,475,000 (64,000) 3,680,000 182,000 18,273,000
Comprehensive income:

Net income 1,643,000 1,643,000

Net change in unrealized gain - 355,000 355,000

Total comprehensive income 1,998,000
Shares issued 13,901 179,000 179,000
Shares repurchased (3,546) (51,000) (51,000)
Shares committed to be released

under Employee Stock

Ownership Plan _ (19,000) 19,000 —
Stock dividend 73,167 1,061,000 (1,064,000) (3,000)
Cash dividends (1,037,000) (1,037,000)
Balance, December 31, 2002 1,551,228 15,645,000 (45,000) 3,222,000 537,000 19,359,000
Comprehensive income: :

Net income 2,101,000 2,101,000

Net change in unrealized gain (21,000). (21,000)

Total comprehensive income 2,080,000
Shares issued 13,633 218,000 218,000
Shares repurchased {1,446) (22,000) (22,000)
Shares commiitted to be released _

under Employee Stock

Ownership Plan (26,000) 18,000 (8,000)
Cash dividends ‘ (1,059,000) (1,059,000)

Balance, December 31, 2003

(27,000) $ 4,264,000 $

516,000 $ 20,568,000

1,563,415 $ 15,815,000 $

See accompanying notes to consolidated financial statements.




CONSOLIDATED STATEMENTS OF CASH FLOWS
ChoiceOne Financial Services, Inc.

Years ended December 31

2003 2002 2001
Cash flows from operating activities: ‘ ‘
Net income 2,101,000 - § 1,643,000 $ 1,458,000
Adjustments to reconcile net income to net cash from
operating activities:
Provision for 1oan 108SES..........ccoviivviiriiiris it sresane e erre e 400,000 1,270,000 1,003,000
Depreciation........cccoevervvvnnnne eteeeeesterebesiaies et te b ee e e raeereearbeeees e 594,000 943,000 692,000
Amortization.........ioiveeeveeecrnnennnnen ereenen rreerernrnr et et re bt b kb s esseese bt one : 567,000 411,000 178,000
(Gains on $ales OF SECUTTHES ......cccvvverereierisirreriereieseeseresesesressererssnssesees (61,000) (60,000) (9,000)
Gains on sales of loans............c.evveevieineenns eeeveenes eerereeree ettt eeen (807,000) (967,000) (385,000)
Loans originated for $ale...........ccceceimerinrernrieircnnsreinerenenesesssneressons (35,589,000) (40,882,000) . (27,953,000)
Proceeds from 10an SAlES. ..t ccereesssrercesrar e 37,302,000 41,291,000 28,240,000
Net change in: o
Other aSSetS....coovveivvrirrrerescvenneans reereenr e aae e abeinres e e e et 786,000 741,000 23,000
Other HabilitIES ....ccvveviriiriireireeees et rnea e e s s reresessesesaees 184,000 - (180,000) -(656,000)
Net cash from operating activiti€s..........cocerverercevermreccrieniencsrennnenncs 5,477,000 4,210,000 2,591,000
Cash flows from investing activities: 4
Net change in interest-bearing deposits .......cccecovirecrecinerncrnrenrieneeenens 100,000 (100,000) —
Securities available for sale:
SLES. ..ot ettt e et et ee s e et 2,085,000 972,000 1,998,000
Maturities, prepayments and callS.........ccoevericineninininnccines e 3,905,000 3,832,000 1,035,000
PUICRASES ...t ettt en et sebe e rre e s (23,088,000) (7,583,000) (9,741,000)
Loan originations and payments, NEt...........ccoueverreveemrerinreaseneeresesserenssenens 8,920,000 (11,975,000) 8,862,000
Additions to premises and equipment, net of disposals .........ccoeverreunanes : (225,000) (331,000) (388,000)
Proceeds from sale of insurance agency ...........coevviivnniecensnnveneccoennnnn. 186,000 - —
Purchase of iInSurance agency ......coccvevvimniinninreneeneenonnns ST — (17,000) {40,000)
Net cash from (used in) investing activities ....cccoverevrverrennane eveerrens (8,117,000) = (15,202,000) 1,726,000
Cash flows from financing activities:
Net change in dePOSItS .....cvveerierverirriererererere e eseerere e srereseesssnens (6,516,000) 16,804,000 (1,729,000)
Net change in repurchase agreements .....c.ovecrvinercennen e (571,000) 1,874,000 103,000 -
. Net change in federal funds purchased ................ococnen. rereres e esras - 7,882,000 (2,900,000) (750,000)
Proceeds from Federal Home Loan Bank advances.........covveoneveervneinenee 25,750,000 22,650,000 9,750,000
Payments on Federal Home Loan Bank advances ...........cococovveeveeenennnn, (24,791,000) (24,984,000)  (10,832,000)
Issuance of COMMOIN SEOCK ...ovcvviiveriiierieeeteeinersietrreseressereesissessanesssaresres 218,000 179,000 179,000
Repurchase of COMMON StOCK ......ccveiiiiiriniriereneenenreenneenreseecersrnees (22,000) (51,000) (5,000) -
Cash dividends and fractional shares from stock dividends and splits..... (1,059,000) (1,040,000) (998,000)
Net cash from (used in) financing activities..c......oovvresivioreererennn, " - 891,000 12,532,000 (4,282,000) -
Net change in cash and cash equivalents ................. Herreriere s eieranaes e " (1,749,000) 1,540,000 35,000
Beginning cash and cash equivalents........... SRR oo sasesae s 6,471,000 4,931,000 4,896,000
Ending cash and cash equivalents.......ccccoirvrrvrinnieinenenienenieeseenreneennas 4,722,000 6,471,000 § 4,931,000
Cash paid for INterest . ......curvrurerriemrereernenerinnne. e e 4,667,000 6,165,000 $ 8,708,000
Cash paid fOr INCOME (AXES ...vvveeeriererreriei e e et esseresresesnseressarassersessenss 820,000 650,000 460,000
Loans transferred to other real €state .........coovevvviiverieiincnininisenen, 1,233,000 2,223,000 855,000

See accompanying notes to consolidated financial statements.




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
ChoiceOne Financial Services, Inc.

Note 1 - Summary of Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements include ChoiceOne Financial Services, Inc., its wholly-owned subsidiary, ChoiceOne Bank, and
ChoiceOne Bank’s wholly-owned subsidiaries, ChoiceOne Mortgage Company of Michigan, and ChoiceOne Insurance Agencies, Inc.,
(together referred to as "ChoiceOne"). Intercompany transactions and balances have been eliminated in consolidation.

Nature of Operations

ChoiceOne Bank (the "Bank") is a full-service community bank that offers commercial, consumer, and real estate loans as well as
traditional demand, savings and time deposits to both commercial and consumer clients in portions of Kent, Muskegon, Newaygo, and
Ottawa counties in Michigan. Substantially all loans are secured by specific items of collateral including business assets, consumer
assets, and real estate. Commercial loans are expected to be repaid from the cash flows from operations of businesses. Real estate
loans are secured by both residential and commercial real estate.

ChoiceOne Mortgage Company of Michigan (the “Mortgage Company”) began operations January 1, 2002 as a wholly-owned
subsidiary of the Bank. The Mortgage Company originates and sells a full line of conventional type mortgage loans for 1-4 family and
multi-family residential real estate properties.

ChoiceOne Insurance Agencies, Inc. (the "Insurance Agency”) is a wholly-owned subsidiary of the Bank. The Insurance Agency sells
a full line of insurance policies such as life, health, property and casualty for both commercial and consumer clients. The Insurance
Agency also offers alternative investment products such as annuities and mutual funds.

Together, the Bank, the Mortgage Company, and the Insurance Agency, account for substantially all of ChoiceOne’s assets, revenues
and operating income.

Use of Estimates

To prepare financial statements in conformity with accounting principles generally accepted in the United States of America,
ChoiceOne’s management makes estimates and assumptions based on available information. These estimates and assumptions affect
the amounts reported in the financial statements and the disclosures provided. Actual results may differ from these estimates.
Estimates associated with the allowance for loan losses, loan servicing rights, and fair values of certain financial instruments are
particularly susceptible to change.

Cash and Cash Equivalents .

Cash and cash equivalents are defined to include cash on hand, demand deposits with other banks, and federal funds sold. Cash flows
are reported on a net basis for customer loan and deposit transactions, deposits with other financial institutions, and short-term
borrowings with terms of 90 days or less.

Securities

Securities are classified as available for sale when they might be sold before maturity. Securities classified as available for sale are
carried at fair value, with unrealized holding gains and losses reported separately in other comprehensive income and shareholders’
equity, net of tax effect. Other securities, such as Federal Reserve Bank stock or Federal Home Loan Bank stock, are carried at cost.

Interest income includes amortization of purchase premium or discount. Gains or losses on sales are based on the amortized cost of the
security sold. Securities are written down to fair value when a decline in fair value is not considered to be temporary.

Loans

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or payoff are reported at the
principal balance outstanding, net of unearned interest, deferred loan fees and costs, and an allowance for loan losses. Loans held for
sale are reported at the lower of cost or market, on an aggregate basis.

Interest income is reported on the interest method and includes amortization of net deferred loan fees and costs over the estimated loan
term. Interest on loans is accrued based upon the principal balance outstanding. The accrual of interest is discontinued at the time in
which the loan is 90 days past due unless the credit is well-secured and in the process of collection.
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Interest accrued but not received is reversed against interest income when the loans are placed into nonaccrual status. Interest received
on such loans is accounted for on the cash-basis method until qualifying for return to accrual. Loans are returned to accrual basis when
all the principal and interest amounts contractually due are brought current and future payment is reasonably assured.

Allowance for Loan Losses

The allowance for loan losses is a valuation allowance for probable incurred credit losses. The allowance is increased by the provision
for loan losses and decreased by charge-offs less recoveries. Management estimates the allowance balance required based on past loan
loss experience, the nature and volume of the portfolio, information about specific borrower situations and estimated collateral values,
economic conditions, and other factors. Allocations of the allowance may be made for specific loans, but the entire allowance is
available for any loan that, in management’s judgment, should be charged off. Loan losses are charged against the allowance when
management believes the collectibility of a loan balance is not possible.

The allowance consists of general and specific components. The general component covers non-classified loans and is based on
historical loss experience adjusted for current factors. The specific component relates to loans that are individually classified as
impaired or loans otherwise classified as substandard or doubtful.

A loan is impaired when full payment under the loan terms is not expected. Commercial loans are evaluated for impairment on an
individual loan basis. If a loan is considered impaired, a portion of the allowance for loan losses is allocated to the loan so that it is
reported, net, at the present value of estimated future cash flows using the loan’s existing rate or at the fair value of collateral if
repayment is expected solely from the collateral. Large groups of smaller balance homogeneous loans such as consumer and real
estate mortgage loans are collectively evaluated for impairment, and accordingly, they are not separately identified for impairment
disclosures. |

Premises and Equipment

Land is carried at cost. Premises and equipment are stated at cost less accumulated depreciation. Building and related components are
depreciated using the straight-line method with useful lives ranging from 5 to 39 years. Furniture, fixtures, equipment, and software
are depreciated using the straight-line method with useful lives ranging from 3 to 7 years. Fixed assets are periodically reviewed for
impairment when events indicate their carrying amounts may not be recoverable from future undiscounted cash flows. If impaired, the
assets are recorded at fair value. :

Other Real Estate Owned : .

Real estate properties acquired in collection of a loan are initially recorded at fair value at acquisition establishing a new cost basis.
Any reduction to fair value from the carrying value of the related loan is accounted for as a loan loss. After acquisition, a valuation
allowance reduces the reported amount to the lower of the initial amount or fair value less costs to sell. Expenses to repair or maintain
properties are included within other noninterest expenses. Gains and losses upon disposition and changes in the valuation allowance
are reported net within other noninterest income.

Loan Servicing Rights

Servicing rights represent the allocated value of servicing rights on loans sold with servicing retained. Servicing rights are expensed in
proportion to, and over the period of, estimated net servicing revenues. Impairment is evaluated based on the fair value of the rights,
using groupings of the underlying loans as to interest rates and then, secondarily, as to geographic and prepayment characteristics. Fair
value is determined using prices for similar assets with similar characteristics when available or based upon discounted cashflows using
market-based assumptions. Any impairment of a grouping is reported as a valuation allowance.

Other Intangible Assets
Other intangible assets consist of acquired customer relationship intangible assets resulting from acquisitions of several different
insurance agencies. The assets are initially measured at fair value and then amortized on a straight-line basis over their estimated

useful lives. The books of business are periodically reviewed for impairment. If impairment is indicated, the balance is adjusted to fair
value.

Long Term Assets
Premises and equipment, other intangible assets and other long term assets are reviewed for impairment when events indicate their
carrying amounts may not be recoverable from future undiscounted cash flows. If impaired, the assets are recorded at fair value. -
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Repurchase Agreements
Substantially all repurchase agreement liabilities represent amounts advanced by deposit clients that are not covered by federal deposit
insurance and are secured by securities owned by ChoiceOne.

Employee Benefit Plans

ChoiceOne’s 401(k) plan allows participant contributions of up to 15% of compensation. Company contributions to the 401(k) plan
are discretionary. ChoiceOne provides certain health insurance benefits to retired employees. These postretirement benefits are
accrued during the years in which the employee provides services. :

Employee Stock Ownership Plan

The cost of shares issued to the Employee Stock Ownershlp Plan (the “ESOP”) but not yet allocated to participants is presented asa
reduction of shareholders’ equity. Compensation expense is recorded based on the market price of the shares as they are committed to
be released for allocation to participant accounts. The difference between the market price and the cost of shares committed to be
released is recorded as an adjustment to additional paid-in capital. Dividends on allocated ESOP shares are recorded as a reduction of
retained earnings while dividends on unallocated ESOP shares are reflected as a reduction of debt and accrued interest. Upon
distribution of shares to a participant, the participant has the right to require the Company to purchase his or her shares at fair value in
accordance with the terms and conditions of the ESOP. As such, these shares are not classified in shareholders’ equity as permanent

equity.

Stock Based Compensation :

Employee compensation expense under ChoiceOne’s stock option plan is reported if options are granted below market price at the
grant date. Pro forma disclosures of net income and earnings per share are shown using the fair value method to measure expense for
options granted using an option pricing model to estimate the fair value. No stock options were granted in 2001.

The following pro forma information presents net income and earnings per share for 2003, 2002 and 2001 had the fair value method
been used to measure compensation cost for stock option plans. No compensation cost was recognized for stock options in 2003, 2002
and 2001.

' ' 2003 2002 2001
Net income as TEPOTIEA ......c.covvvrrriereriereeeerere i renns $§ 2,101,000 § 1,643,000 $ 1,458,000
Deduct: Stock-based compensation expense determined under

fair value based MEthod ........ooovvviiiviiiiiie et eea e 5,000 3,000 . 5,000
Pro forma Net iNCOME........ceieerieererinieei it ceene et ere v e eeersesnenesriesreseseens 2,096,000 1,640,000 1,453,000
Basic and diluted earnings per common.share as reported ..........coeceveerencenen 1.35 .- 1.06 0.95
Pro forma basic and diluted earnings per common Share..............ve..veeoveeenne 1.35 1.06 0.95

The pro forma effects are computed using an option pricing model and the following weighted average assumptions as of grant date.

' 2003 2002 2001
Risk-free interest rate .......coooeevverviuervenenns et e e nesreenes 3.65% 4.71% —
Expected option life (in Years) .......ccoocvvvrereinccenerencncernneeennenennene 7 -7 —
Expected stock price vOlatility ......cccccrvieinrecinnincnninenirsenseeeen 18.95% 20.90% —
Dividend yield ..o e 4.49% 478% —

In future years, the pro forma effect of not applying the fair value method may increase if additional options are granted.

Income Taxes

Income tax expense is the sum of the current year income tax due and the change in deferred tax assets and liabilities. Deferred tax
assets and liabilities are the expected future tax consequences of temporary differences between the carrying amounts and tax bases of
assets and liabilities, computed using enacted tax rates. A valuation allowance, if needed, reduces deferred tax assets to the amount
expected to be realized.

Off-Balance Sheet Financial Instruments

Off-balance sheet financial instruments represent credit instruments, such as loan commitments, lines of credit, and standby letters of
credit. The face amount of credit instruments represents the exposure to loss assuming the customer borrows the funds and the
collateral or ability to repay is worthless.
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Earnings Per Share

Basic earnings per common share ("EPS") is based on weighted-average common shares outstanding. The weighted-average number
of shares used in the computation of basic and diluted earnings per common share includes.shares allocated to the ESOP. Diluted EPS
further assumes issue of any dilutive potential common shares issuable under stock options. Earnings and dividends per share are
restated for stock dividends and splits through the issue date of the financial statements.

Comprehensive Income

Comprehenswe income consists of net income and other comprehenswe income. Other comprehensive income includes the net change
in unrealized appreciation (depreciation) on:securities available for sale, net of tax, which is also recognized as a separate component
of shareholders’ equity. , :

Loss Contingencies

Loss contingencies, including claims and Iegal actions arising in the ordmary course of busmess are recorded as liabilities when the
likelihood of loss is probable and an amount or range of loss can be reasonably estimated. Management does not believe that there are
any such matters that may have a material effect on the financial statements.

Cash Restrictions
Cash on hand or on dep051t with the Federal Reserve Bank of $955,000 and $950,000 was required to meet regulatory reserve and
clearing requirements at December 31, 2003 and 2002; respectlvely These balances do not earn interest.

Stock Dividends :

Dividends issued in stock are reported by transferrmg the market value of the stock 1ssued from retained earnings to common stock and
additional paid-in capital. Fractional shares resultmg from stock dividends are paid in cash.

Dividend Restrictions :

Banking regulations require the maintenance of certain capital levels and may limit the amount of dividends which may be paid by the
Bank to ChoiceOne or by ChoiceOne to 1ts shareholders (see Note 21)

Fair Value of Financial Instruments

Fair values of financial instruments are estimated using relevant market information and other assumptions, which are more fully
documented in Note 19 to the financial statements. Fair value estimates involve uncertainties and matters of significant judgment
regarding interest rates, credit risk, prepayments, and other factors, especially in the absence of broad markets for particular items.
Changes in assumptions or in market conditions could significantly affect the estimates.

Industry Segments
Internal financial information is primarily reported and aggregated in two Imes of busmess bankmg and insurance. The maJorlty of
ChoiceOne’s income and assets are obtained from banking.

Adoption of New Accounﬁlig Standards o )

During 2003, ChoiceOne adopted FASB Statement 149, Amendment of Statement 133 on Derivative Instruments and Hedging
Activities, FASB Statement 150,-4ccounting for Certain Financial Instruments with Characteristics of both Liabilities and Equities,
FASB Statement 132 (revised 2003), Employers’ Disclosures about Pensions and Other Postretirement Benefits, FASB Interpretation
45, Guarantor’s Accounting and Disclosure Requirements for Guarantees, and FASB Interpretation 46, Consolidation of Variable
Interest Entities. Adoption of the new standards did not materially affect ChoiceOne’s operating results or financial condition.

Reclassifications

Certain amounts presented in prior year consohdated financial statements have been recla551ﬁed to conform to the current year’s
presentation.
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Note 2 — Securities

Information regarding securities available for sale at December 31 follows:

2003
Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
U.S. Treasuries and U.S. Government agencies .........c....c..... $§ 7805000 S 79,000 8  (13,000)
States and municipalities........ccoeevreiernnernnren e 20,435,000 - 667,000 (52,000)
Mortgage-backed SECUTItIeS .......orecerirvincrvsreecvsinnecenenne. 4,589,000 34,000 (10,000)
Asset-backed SECUTTIES .....coiovvirereeriersieenie e e s eseesreenns 233,000 1,000 —
COTPOTate SECULILIES .o.vvcveereerereerriirenrencrrsrieeesrersesressesrisessrosens 5,087,000 75,000 —
Total.............. e riereeterteiereeteeae et ebe et e rbeshesRa e seeree e reeraebes $ 38,149,000 § 856,000 §  (75,000)
2002
Gross Gross
Fair Unrealized Unrealized
Value Gains Losses
U.S. Treasuries and U.S. Government agencies .................... $ 4,699,000 $§ 102,000 $ —
" States and MUNICIPALTES e coveeeveireeee e 11,725,000 594,000 (2,000)
Mortgage-backed SECUTTHES ......vecvverrreseierreie e sievereens 1,517,000 61,000 —
Asset-backed SECUTITIES ..ovuuenviivrieeeeieverieecenrertee e svesresenne 508,000 8,000 —
COrporate SECULTTIES «ivieererrrirerrerireereresvaesesesseesneereseesseseeses 3,042,000 51,000 —
TOAL vttt et s e et sre e n e saeeates $ 21,491,000 § 816,000 $ (2,000)

The gross unrealized losses within the securities portfolio at year-end 2003 have not existed for more than 12 months on any individual
securities. The issuers with gross unrealized losses are of high credit quality and the impairment is considered temporary in nature due

to market conditions at December 31, 2003.
Contractual maturities of securities available for sale at December 31, 2003, follows:
' Fair
Value

DUE WIthill OTI8 YEAT cu.vvveevverrirencereerrecectnssiresesesosarsesesesessssssesassssssessnssesssssnsesesstrssasssssssersses R $ 5,988,000
Due after one year through fIVe YEATS .....vvirvervresiiereeerernrrerersesiesesesessereosessensassessessessessossesasss 19,421,000
Due after five years through 180 YEaTS.......ccveevevvirieneriirenenrioisressesisresrsneesseseressessessasssssssessssee 6,318,000
DUE ATET L0 YEATS 1uvvvivvevieiieesieriirtiestestesesstsressessesssesesseesestessessssssnsessestssastensesensessestesnesessonsessens 1,625,000

TOLAl AEDE SECUITLIES ..vveivevecievecreccivrereeeerrererirecervsssteesssetressterarsestesssbensresassresresassestersstensssssneeran 33,352,000
Mortgage-backed securities not due at a specific date........ccooeeevicrnieieinniecn e 4,589,000
EQUILY SECUTTLIES ..c.vvueiiee ittt et e r et st b st bbbt e ne 208,000

TOtALccviorieererrei et N NN PPN $ 38,149,000
Information regarding sales of securities available for sale follows: ‘

, , ‘ 2003 2002 2001

Proceeds from sales Of SECUTILIES vv..viiveiviiirreineeiereree e sesiesee e ssaesseessneesenee $ 2,085000 $§ 972,000 $ 1,998,000
Gross realized AINS .......cccvveveceviiee et seesreresra s re e snes 61,000 60,000 9,000

Various securities were pledged as collateral for securities sold under agreements to repurchase and as collateral for certain public time
deposits. The respective balances of the repurchase agreements and time deposits were less than the collateral pledged at the end of
the years presented. The carrying amount of securities pledged as collateral at December 31 was as follows:

2003 2002
Securities pledged for securities sold under agreements 10 repurchase........cocevvvivrereereveerincranrenne $ 5,790,000 $ 5,876,000
Securities pledged fOr time dEPOSILS ...ovvvvrrirrererererrisrerir e rereereere e tssr e eaere s rsesrensensssrenans — 1,810,000
Total securities pledged as COMAtEral.......cocivvereeiriiiniiririenrerereseseererersesarerssesesnssesseessssennes $ 5,790,000 $ 7,686,000
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Note 3 -~ Loans

The Bank’s loan portfolio as of December 31 was as follows:

. : 2003 2002
Commercial.......ccoovervreveivnriirenninns vt et oot e et e e reatb et et et e srereenenens .. $ 80,025,000 $ 85,658,000
Real estate mortgage — construction ......... vt ettt b ettt ettt bt et eba bt sesn et ens ~ 10,200,000 7,869,000
Real estate mortgage — residential .............. ekttt et b L et s are st bebes e eh et g et et bebee b e e eebanatne 48,515,000 50,996,000
Consumer.......... SO PO USSP SO OO PP 24,392,000 29,324,000
LLOAINS, GIOSS 1eriiitireii ettt b et eseeus e see b sttt b bt bRt s ns b annns 163,132,000 173,847,000
AIOWANCE 0T LOAN LOSSES ....vviiveiiireiecriecetrecteeceeecirereerbr s esseesreesabeestesnneessesresssssansaseresonns (1,974,000) {(2,211,000)
LOGNS, NEL....c.iveiririiiraierreresieeenresesssssseraesseesraegesssressebesesenes ettt enennsaereeas A $ 161,158,000, $ 171,636,000
Note 4 — Mortgage Banking
Activity during the year was as follows: ‘
2003 2002 2001
Loans originated for resale, net of principal payments ................ $ 35,589,000 $ 40,882,000 $ .. 27,953,000
Proceeds from loans held for sale......cc.occoeeivnivinineciinnencrnenne. 37,302,000 41,291,000 - 28,240,000
Net gains on sales of loans held for sale ...ooveverniniienienene, 807,000 967,000 385,000
Loan servicing fees, net of amortization ..........ce.ecveervverecvnveniennn. (4,000) 66,000 87,000

Residential mortgage loans serviced for others are not reported as assets in the accompanymg consolidated balance sheets. The
principal balances of these loans at December 31 are as follows:

Residential mortgage loans serviced for: . o 2003 2002
Federal Home Loan Mortgage Corporation........cocuimnonieinnncnncnnonn, ot $ 66,249,000 $ 57,825,000

The Bank maintains custodial escrow balances in connection with these serviced loans; however, such escrows were immaterial at
December 31, 2003 and 2002.

Activity for loan servicing rights was as follows:

2003 2002 2001
Beginning Of YEAT.......vevvverrevriereretinrineicires et setensisreesesesenesssnesroniene 9 363,000 . § 175,000 $ 146,000
CapitaliZEd ...c.cvoveeeiieirise ettt 308,000 333,000 © 117,000
AMOTLIZALION ..o eieieneveeereste et eae et eeereeneseasesneesreeesrnreessnassserenense e (247,000) (127,000) _ - (88,000)
Changes to valuation allowance ..... et . 18,000 . . (18,000) —
End 0f Yar...c.ooviiiiiirci e et e $ - 442,000 $ 363,000 $ 175,000
Note 5 — Allowance for Loan Losses
Activity in the allowance for loan losses was as follows: : ‘

2003 2002 2001

Beginming 0f YEAT........ccovivieinicniiecren sttt sttt $ 2,211,000 $ 2,013,000 $ 2,101,000
Provision charged to expense.............. et hre it e e s e et e e earaesebee s b baeraneases . 400,000 1,270,000 1,003,000
Recoveries credited t0 the aAllOWANCE. .......covvvvviervrricicer e srecre s eae e 343,000 185,000 189,000
Loans charged off .........cccoooviiivicc st (980,000) - (1,257,000) (1,280,000)
End Of YEAL....cccviiiieiiireec et e e ers e eveerrensrenrareenee $ 1,974,000 $ 2211,000 $ 2,013,000
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Information regarding nonperforming loans for the years ended December 31 follows:

2003 2002
Loans past due over 90 days still on accrual.........cccovvierrrnnninnerniccennens $ 39,000 $ 210,000
NONACCTUAL LOANS ....vovviirviiiri ettt sn e sress s e srese e e 1,914,000 2,522,000
TOtAL oot s $ 1,953,000 $ 2,732,000

Nonperforming loans includes both smaller balance homogenous loans that are collectively evaluated for impairment and loans
individually classified as impaired loans.

Information regarding impaired loans as of and for the year ended December 31 follows:

2003 2002 2001
Loans with no allowance allocated at year end........c.oceeveveviereirervernennnennns $ 753,000 $ 1,041,000 § 718,000
Loans with allowance allocated at year end.........c..coccecnvicniieicninrencnnens 1,051,000 1,128,000 153,000
Amount of allowance for loan losses allocated at yearend .........ccovvvennennnne. 576,000 697,000 53,000
Average balance during the YEar........c..ccovvvvivenverininccreee e arenseenones 2,188,000 2,294,000 1,382,000
Interest income recognized thereon .........ocoevvevenvonee. et 78,000 120,000 45,000
Cash-basis interest inCOME TECOZMZED ......vvveerrereiiircnrencererener e 152,000 194,000 43,000
Note 6 — Premises and Equipment
As of December 31, premises and equipment consisted of the following:
} 2003 2002
Land and [and iIMProvements .........coueiceiieioreiien it rerte et S 639,000 3 639,000
Leasehold iMPIOVEMENLS ....covvveeriirsnsisseeroiasseessesessisesnsinsesssssesissssissasssnsssssestosssssonssnsssrens 274,000 461,000
BUILAINES ... ettt arsa e a bbbt e s ses s esssesa et s st ebess et ntent seaveseamenes 4,260,000 4,174,000
Furniture, equipment and SOfIWATE..........coieiinirivnriceririeee sttt e 2,430,000 3,803,000
TOTAL COST . vvrirrierrirerianriestericerteetieserresseaeesenaassasseaneesaenatestansntssessassseesneississessestansnssssesnsen 7,603,000 9,077,000
Accumulated dePreCiation ........coverciireeirinernin et erere st seere s ettt ene b e b e (3,523,000) (4,628,000)
Premises and eqUiPMENt, NEl......ceoviueuirecerrermrieeereriresnsrereeresesenessessassssnsesersssesesesnssssens $ 4,080,000 § 4,449,000

Depreciation expense was $594,000, $943,000, and $692,000 for 2003, 2002, and 2001, respectively. In August 2002, the Bank
closed its Plainfield branch office in Grand Rapids, Michigan. The financial impact of closing the office resulted in additional
depreciation of $139,000 and a $68,000 expense for early termination of the lease agreement. In September 2003, the Bank closed its
Sparta Great Day Office in Sparta, Michigan. The financial impact of closing this office was immaterial. The Bank also retired $1.2
million in assets during 2003 that were fully depreciated and no longer in service within the Bank or Insurance Agency.

Note 7 — Other Real Estate Owned

Other real estate owned represents foreclosed assets owned by the Bank and is reported net of a valuation allowance. Activity within
other real estate owned was as follows:

2003 2002
Balance, beginning 0f YEar........occcerveiiriieiiierrie et e $ 1,867,000 $ 710,000
Transfers from L08NS ........coviivcinieirr e e e er e b st nr s sa et saets et ans 1,233,000 2,223,000
Capitalized improvements or purchased aSSELS......c..ocveeireereiereeierestariseresseesssseseeessssesaens 223,600 8,000
SALES..o.n.evereerrereeesereoeseeeeeeseeeseseseseeses e e e e s ee et s ettt s e s erenreeeren (1,721,000) (1,073,000)
WHHE-OWNIS .vvvoorevvveesioeesveeaseenessesscessnsssssssssseesssssssss s sessossmsssnenssessssssss s sessssssessesresisns (169,000) (1,000)
Balance, €N OF YEAT.......ccvvvviiieriririeiiereneeresessesessssesenssessssasestsessssasesssssassesassssssesensansssssaens $ 1,433,000 $ 1,867,000
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Note 8 — Acquired Intangible Assets

Acquired intangible assets related to the Insurance Agency were as follows-as of December 31:

.2003 2002
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Sparta division......c.ccoevvcvieinenecniinienen $ 222,000 $ 195,000 $ 222,000 $ 182,000
Grand Rapids division......cccceocecernrecieennnne — — 500,000 314,000
TOtal v $ 222,000 $ 195,000 $ 722,000 § 496,000

_The Grand Rapids division of the Insurance Agency was sold in January 2003. Aggregate amortization expense was $13,000,
$90,000, and $81,000 for 2003, 2002, and 2001, respectively.

Estimated future amortization expense for the Sparta division follows:
2004 ... et e $ 14,000

Note 9 — Deposits

Deposit information as of December 31 follows:

2003 2002
Certificates of deposit issued in denominations of $100,000 0r MOTe ....c..cccvvreeirrccrererunenn. $ 31,650,000 $ 43,914,000
Scheduled maturities of certificates of deposit:
2004 ..ottt ettt r bbb e b st e st teatesheR s saaer e R es e s aeraeResbenberaertarestansseanas $ 44,385,000
20035 oottt oo b e ete et et et et s ere b et eab e s ebeR e b eraebesreabetenterestens arens 14,812,000
2006 ....oreeriiririeetee et eete e ettt b et b as b st et e Ee et e steRaab e st e b eR b esbes e teabesbebeneohenr et seneas 7,538,000
2007 oottt bttt et bt e b see st e e bt st eataberh e abes e erans s sasbansenna bt orearereeenens . 3,743,000
2008 ...ttt et et e be e se R et aea e b ea s e b s ek e bea b es e s e e s ea b et e saesteas ke e seenreanin 2,121,000
TOUAL .. vert ettt ettt et e bt se s et en e b ea b s et s b aee e s e st sentesaesesba sk enesennsernan $ 72,599,000

The Bank had brokered certificates of deposit totaling $25,179,000 at December 31, 2003 compared to $33,235,000 at December 31,
2002. The weighted average interest rate on these certificates of deposit was 2.58% with maturities ranging from January 2004 to
December 2006 as of December 31, 2003.

Note 10 — Repurchase Agreements

Repurchase agreements are advances by customers that are not covered by federal deposit insurance. This obligation of ChoiceOne is
secured by bank-owned securities held in safekeeping at a correspondent bank. The balances at December 31 are as follows:

2003 2002
Outstanding balance at December 31.......ccocviinvniinnne $ 5,305,000 $ 5,876,000
Average interest rate at December 31 ........ooecveeenrienncns 1.55% 1.31%
Average balance during the year........cccocoeevvrveirrennennns $ 5,713,000 $ 4,944,000
Average interest rate during the year ..........ccocccvecnereens 1.42% 1.79% .
Maximum month end balance during the year............... $ 7,324,000 $ 5,976,000
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Note 11 — Federal Home Loan Bank Advances

At December 31, 2003, the Bank had advances from the Federal Home Loan Bank with fixed interest rates ranging from 1.22% to
6.63%, with an average interest rate of 2.49%. The Bank also had $6,000,000 in variable rate advances as of December 31, 2003, with
an average rate of 1.11%. Maturities for all advances outstanding at December 31, 2003 ranged from January 2004 to May 2006.
Advances were secured by specific mortgage loans with a carrying value of approximately $45,354,000 and $47,249,000 at December
31, 2003 and 2002, respectively. Penalties are charged on advances that are paid prior to maturity. The Bank prepaid $3,000,000 of
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advances incurring a prepayment penalty of $156,000 in 2003." No advances were paid prior to maturity in 2002 or 2001.

The scheduled maturities of advances from the Federal Home Loan Bank at December 31, 2003 are as follows:

Note 12 —- Income Taxes

Information as of December 31 and for the year follows:

$ 17,250,000
13,500,000
3,000,000

$ 33,750,000

2003 2002 2001
Provision for Income Taxes
Current federal InCome taX EXPEnSE. ... .covuvuivrereesiemiirnsnerssessesenernsessesens $ 693,000 $ 540,000 § 589,000
Deferred federal income tax eXPenSe........c.veeveererererniueersiereeesseenersnsenens 22,000 123,000 1,000
INCOME tAX EXPEISE....cciimrerririiiniiiieserenisbebe s e sa st s senes $ 715,000 § 663,000 $ 590,000
Reconciliation of Income Tax Provision to Statutory Rate
Income tax computed at statutory federal rate of 3d%......ccccoevereniccninene $ 957,000 §$ 784,000 $ 696,000
Tax exempt iNTErest INCOME ......ecvvriirerrriresrrreer et ecaresesaessrressesnaseansassens (160,000) (158,000) (155,000)
Reduction in accrued tax Hability .......cocoeveveeneeernecrenninnenesiesenereresiserenens (113,000) — —
Nondeductible interest €XPEnSe ....c.cveeeeireviereeeereeeereenrisesesissesnesnar e 14,000 21,000 31,000
Other TeMS....vovivireeiriereererecr e bes et enreenes e e 17,000 16,000 18,000
[NCOME [AX EXPEISE...curivrneenrireierienriunsesteseses srenesserisrensssentesentasnrssansesnns $ 715,000 $ 663,000 $ 590,000
Effective iNCOME taX TALE ....cccvveveeriveiricrerseererrssestesrresassessersesessseserssnns 25% 29% 29%
Components of Deferred Tax Assets and Liabilities 2003 2002
Deferred tax assets:
AHOWANECE FOT J0QI L0SSES 1.vvvivieriiiitieireiiere s eerttetieeesessessssertesrersesessesssabessasbesserestesssnesessnnes 478,000 $ 475,000
Deferred LOAN COSES .vviviiiiiiiiiiieie ettt et et st b e e s s rneseesresssesbe st besasssessnnesesssnsenes 48,000 89,000
Postretirement benefits 0bligation ..........cocvcvvvereiiiniinieicreeireinese e res s 62,000 52,000
WIitedOWNS ON OthET TEAL ESTALE .. eeiviiiiiriirirtrreeieereereresereeteseresresseessseeessentssnreessareessesnees 54,000 2,000
Amortization of insurance agency book of bUSINESS ........ccoiveirevncrnniniincncne e — 50,000
Deferred COmMPENSALION .......c.coueereiiriiiecieneeseeneeriresrsbeste e e e aarrsarsssesasseseesaraareraesessensssenne 21,000 29,000
ORCT et e e sttt st er e b et a s b e et s et e et e s re s se s et essesh et et s aaseR e s et e etesrabsenrerseneabae e anes 76,000 49,000
Total AEfEITEd tAX @SSELS ..oiivviiieeieeeeeiieer e cerees e eeerecare b e sesseerrestesssnessressreransesastonsanesnnnes 739,000 746,000
Deferred tax liabilities:
Unrealized appreciation on securities available for sale.......cccvnvievcinnninninncincnnncs 266,000 276,000
DIEPIECIALION. ... vveereieeeiieeereree e eesartesererestastesncsassessessarsessesiansessensesessessessersessensesnernssense 165,000 181,000
L0811 SETVICINE FIZRLS. ...ovtiirieeireere ettt tne st s e s st et en e bt s bess s satens 150,000 130,000
ORET .ottt ettt e ettt aebe st es et e b e s e s e et e et eae e b sheaseas et s ersearareenesheetseres 89,000 78,000
Total deferred tax HHabilIIES .uuevireer it i s cere s e etar e s cnt e sresesaares sesennens 670,000 665,000
Net deferred 1aX ASSEE.....cccviiieeeiietie e ec et te et sree e st e esre s sabe e e eeenessnesenbesanns 69,000 $ 81,000
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A valuation allowance related to deferred taxes is recognized when it is considered more likely than not that part or all of the deferred
tax benefits will not be realized. Management has determined that no such allowance was required at December 31, 2003 and 2002.

Note 13 — Related Party Transactions

Loans to principal officers, directors and their affiliates were as follows at December 31:

‘ . 4 2003 2002
BEgINNing 0f YEaI......ocvcvivinieieiriririe e sttt st et ss b s sa e e s es e e st sn b e s aensanens $ 3,298,000 $ 2,854,000
NEW IOAIS .ttt st e e esre st s b e esbe e sbes s st s e easasnassssenstssansontenssnnnaes 982,000 1,074,000
REPAYINICIILS .. c..viveveecererereserestesstnestesestressssesesesssesentasssrasssesasesssstensasssssssesatssasassssnsssssatessssssanses (1,262,000) (304,000)
Effect of changes in related Parties ........cocevveieeiiiireresiins e sessn s snessesesessassessnns L= (326,000)
BN OF YEAT.....oictiiciise ettt bt et sss ettt asses et et et ebabe e besseans $ 3,018,000 $§ 3,298,000

Dep031ts from principal officers, directors; and their affiliates were $5 013,088 and $3,826, 000 at December 31, 2003 and 2002,
respectively.

Note 14 — Employee Benefit Plans

401(k) Plan:

The 401(k) plan allows employee contributions up to 15% of their compensation. Matching company contributions to the plan are
discretionary. Expense to this plan was $45,000, $62,000 and $14,000 in 2003, 2002 and 2001, respectively.

Employee Stock Ownership Plan: '

Employees participate in an Employee Stock Ownershlp Plan (the "ESOP"). In 2000 the ESOP borrowed $91,000 from the Bank and
used the funds to acquire 5,100 shares of ChoiceOne common stock at $17.78 per share. These amounts have been adjusted for stock
splits and dividends in 2001 and 2002. ChoiceOne makes discretionary contributions to the ESOP, as well as paying dividends on
unallocated shares to the ESOP, and the ESOP uses funds it receives to repay the loan. When loan payments are made, ESOP shares
are allocated to participants based on relative compensation and expense is recorded Dividends on allocated shares increase the
participant accounts

Participants become fully vested upon completion of six years of qualifying service: Participants receive the shares at the end of
employment. A participant may require stock received to be repurchased unless the stock is traded on an established market.
Contributions from ChoiceOne to the ESOP during 2003, 2002, and 2001 were $23,000, $23,000, and $23,000, respectlvely Expense
for 2003, 2002, and 2001, was $14,000, $14,000, and $14,000, respectlvely

Shares held by the ESOP were as follows:

. : 2003 2002 2001
Shares allocated to PArtiCIPANLS.......ccvvevrieceriemrasreereirrersrerieeesrenresseresessessssens 3,570 2,550 1,530
Shares UNAILOCAEA .....ocvvviiiiirceie ettt et ses e e e sbeeres et e seeaartesersennas 1,530 2,550 3,570
Total shares of ChoiceOne stock held by ESOP .......cvvveivenvcincreernecnennas 5,100 5,100 5,100
Fair value of unallocated shares as of DECEMBET 31 cvvcuvuerueververereersersssinsns $ 26,000 $ 36,000 $ 48,000
Fair value of allocated shares subject to repurchase obligation ................c.... $ -59,000 S 36,000 $ 20,000
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Postretirement Benefits Plan: .
Information regarding the postretirement benefits plan as of December 31 and for the year follows:

2003 2002 2001

Accumulated benefit Obligation .........cocceceveirinerverincare e $ 146,060 $ 125000 §$§ 115,000
ACCTUEA DENETIE COSE cviiviiiiiierite ettt se v e s snereseereseerensares e, 181,000 153,000 154,000 -
Postretirement benefit EXPenSse .......evevvvrnveriiniinniier e aeeses 28,000 {(1,000) (1,000)
Employer COMIIDULIONS...c....coviiviiiciiiritsint e 32,000 17,000 15,000
Participant CONTIDULIONS .........coceivererrsereieriiesneesresesresesressansssasessnssesesensesseses 36,000 38,000 34,000
Benefits Paid......ccoveiiiieieriei e ne et e sae st anssse s e re s e 40,000 56,000 50,000
Actuarial assumption - discount rate on benefit.obligation............c.cvcenrrneenns 6.0% 6.5% - 8.0%

The trend for annual increases in health care costs was assumed to be 8% for the year beginning January 1, 2004, dropping 1%
annually to an annual rate of 6% for the year beginning January 1, 2006 and each year thereafter. The effect of a 1% increase or
decrease in the assumed health care cost trend rate would have an immaterial impact on the combined service and interest cost
components of net periodic postretirement health care benefits cost and the accumulated benefit obligation for health care benefits.

Deferred Compensation Plan: i

A deferred compensation plan covers one former executive officer. Under the plan, ChoiceOne pays this individual the amount of
compensation deferred plus interest over 10 years beginning with the individual’s termination of service. A liability has been accrued
for the obligation under this plan. ChoiceOne incurred deferred compensation plan expense of $2,000, $6,000, and $5,000 in 2003,
2002, and 2001, respectively, which resulted in a deferred compensation liability of $61,000 and $84,000 as of year-end 2003 and
2002, respectively. ChoiceOne has purchased life insurance on the participant. The cash surrender value of such insurance was
$156,000 and $152,000 at year-end 2003 and 2002, respectively, and is included in other assets. ’

Note 15 - Stock Options

Options to buy stock are granted to key employees_under an incentive stock option plan to provide them with an additional equity
interest in ChoiceOne. The plan provides for issuance of up to 60,775 options. The exercise price is the market price at date of grant,
so there is no compensation expense recognized in the income statement. The maximum option term is 10 years and options vest over
3 years. A summary of the activity in the plan is as follows:

2003 2002 , 2001

Weighted - Weighted Weighted
average average average
exercise exercise exercise

Shares _price Shares __price Shares price

Options outstanding, beginning of year ....... . 20,314 $13.31 15,194 $13.16 15,194 $13.16
Options granted..........ccocevmieviecenneniererrerenns "~ 4,900 14.38 5,330 13.76 — —
Options eXercised.........c.covvevvervivreurerrniennna, = — — = — —
Options forfeited or expired...........ccveenenneen. (725) 13.88 (210) 13.70 — —
Options outstanding, end of year ................. 24,489 - $13.51 20,314 $13.31 15,194 $13.16.
Options exercisable at December 31............ 18,666 16,474 15,194
Weighted average fair value of options

granted during year........c......... e $1.84 $2.21 $ —

The exercise price for options outstanding at the end of 2003 ranged from $13.16 to $14.38 per share. The weighted average
remaining contractual life of options outstanding at the end of 2003 was approximately 5.4 years. The numbers of options and exercise
prices have been adjusted for all stock dividends and splits.
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Note 16 - Earnings Per Share

The factors used in the earnings per share computation follow:

2003 2002 2001
Basic e .
NEL INCOIME. .ccucvrrrrierrcreeereeereriantrerressressessesassesseeseerestensesteseseeseensesersnssensassnss $ 2,101,000 $ 1,643,000 $ 1,458,000
Weighted average common share‘s OULStANding .....veeieveceneenirieencnennns e 1,554,600 1,544,248 1,531,207 '
Basic earnings per common sHare ........................................... eerrers e $ 135 § 1.06 % 0.95
2003 - 2002 2001
Diluted ‘ - . : '
NEUITCOIMIE e e verieireree e st ereeseereeressestssssbassessasassaessesaesessesresessastsabessessasassensases $ 2,101,000 $ 1,643,000 $ 1,458,000
Weighted average common shares outstandmg .............. .............................. 1,554,600 1,544,248 1,531,207
Plus dilutive effect of assumed exercises of stock optlons ............................. 2,636 1,242 118
Average shares and dilutive potential common shares.........c.cccceevcrencnnnne. 1,557,236 1,545,490 1,531,325
Diluted earnings per COMMON SHATE........c.cceveuereenrinrieineniescneineesesieseeeesessenas $ 135 § 1.06 % 0.95

Weighted average common shares have been adjusted for stock dividends and stock splits.

Note 17 - Other Comprehensive Income

Other comprehensive income components and related taxes follow: : o
2003 2002 2001

Unrealized holding gains on. available for sale securities ........cecovvevvvvenenne. $ 29000 $ 599,000 $ 86,000
Reclassification adjustments for gains included in net income............ceoneee. (61,000) (60,000) (9,000)
Net unrealized gains and JOSSES v reereeeerere e ereeesee e seseeeeen e (32,000) 539,000 77,000
TAX EFTECE ...cv ittt ettt 11,000 (184,000) (27,000)
Total other cOMprehensive NCOME (1055 .vvvvo.rvorrer oo e $ (21,000) § 355000 § 50,000

Note 18 — Condensed Financial Statements of Parent Company

Condensed Balance Sheets

December 31
2003 2002
Assets
Cash oo, eerett e be ety e et s r et era st as e aearaens BETUSIOORRUOON e $ -41,000 § 48,000
Securities available fOor Sale .......c.ccoviiinieiesire e eevirrre et ) 50,000 17,000
Other @SSELS......ovveremeeereereereesieereeesesesseons TR et eretner ettt nerent s e en e s rreanee 31,000 88,000
Investment in ChoiceONEe BaNK ...........ccccevviieniiiieevionieneneenre e ereeresiessseseessessseneeseesensaseon 20,505,000 19,330,000
TOtAl ASSELS 1vevvvieriiiiriiesesiet it e rt b e e esae e s et eeesaeseera s e besbesteseaasbe s e e e e b eereseneneeesreees $ 20,627,000 §$ 19,483,000
Liabilities
Mandatory redeemable shares under Employee Stock Ownership Plan, at fair value...... $ 59,000 § 36,000
Other HADILITIES .ec.eoveviriieieiiririieteieerr s e et ees sttt se b bsssate st et erssrese st seanesenrnses — 88,000
TOtAl HABIHHIES ..evvevivereieieirie ettt sttt rse vt et e st b s sb et s b ns e bares 59,000 124,000
ShArehOIdErs” EQUILY ....cvovvereiverrireereerirest et srers s s reesesre st bes s as e sbesnasaseesesassrsneeseeseseeneses 20,568,000 19,359,000
Total liabilities and shareholders’ qUItY ........coceivererimrieieneeren e $ 20,627,000 $ 19,483,000




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
ChoiceOne Financial Services, Inc.

Condensed Statements of Income

Years Ended December 31
2003 2002 2001

Dividends from ChoiceOne BanK .........cc.cccevveiiveiveeneiirrieieeeereeeeeneens $ 973,000 § 836,000 §$ 830,000
Gain on Sale OF SECUTILIES ...vvevveveeericvieerecareericree et reer et st enis 23,000 49,000 —
Dividends from other SECUITHES ...uvviiiviiirieiriiieieeerre e seresesteeeerreesanes —_ 1,000 5,000
TOAl INCOME c...voeviirveectiee ettt sttt rrscan e st et eresb s ernereonesbe s 996,000 886,000 835,000
Other EXPEISES .....veeerrrrrerceireieeetertirescse s eteesrassesesncssrrsaesesnssesseseansassans 96,000 124,000 72,000
Income before income tax and equity in undistributed net

INCOME Of SUDSIAIAIY ....cveveerieriie et ne e 900,000 762,000 763,000
TNCOME tAX BENELIL .oovveviieeieiiecee e et s 26,000 25,000 23,000
Income before equity in undistributed net income of subsidiary.............. 926,000 787,000 786,000
Equity in undistributed net income of subsidiary........ccoccecoerrcrnnnccnnnee 1,175,000 856,000 672,000
NELINCOMIE ..ot iveeiiete it iees et eterree e st se s essa e b e etesasebssaesbeteseennetsarsans $ 2,101,000 $ 1,643,000 $ 1,458,000

Condensed Statements of Cash Flows

Years Ended December 31
2003 2002 2001
Cash flows from operating activities:
INEL IICOME ... iteireitii st steere et et e s sre et e saneestssanesbestesbaessseassabeenesees $ 2,101,000 $ 1,643,000 $ 1,458,000
Adjustments to reconcile net income to net cash from operating
activities:
Equity in undistributed net income of subsidiary.......c..cocoveveecrrrennn. (1,175,000) (856,000} (672,000)
Gain on sales 0f SECUIHES. ....ovvvvriveirrrieecie e e eae e eve s (23,000) (49,000) —
Changes in Other ASSeLS .......cccvurirerieiere et e ee e nee 57,000 (87,000) . (1,000)
Changes in abilities......cccviieiiiiiiinii e (85,000) 71,000 8,000
Net cash from Operating aCtivities....ovrvverereererivirererecresearsessesronens 875,000 722,000 793,000
Cash flows from investing activities:
Purchase of investment SECUTILIES .........cccerveierinrrereririncreereeeree e (50,000) — (150,000)
Sales proceeds of investment SECUTILIES ........ccvreerieerevienrinenreseninnnnnes 31,000 200,000 —
Net cash from (used in) investing aCtivVities ........oceeeevrvurereerninrinnnne (19,000) 200,000 (150,000)
Cash flows from financing activities:
ISSUANCE OF STOCK .evvvvvirvvreeecrveireiesereeteeisesteseesuvstsessssvsessastssessebsssssassan 218,000 179,000 179,000
Repurchase 0f StOCK ......ovieereerivieiniciriseree et (22,000) (51,000) (5,000)
Dividends Paid........cccccerririecenmininiininir et e e sna e anes s (1,059,000) (1,040,000) (998,000)
Net cash used in financing activities ........ooceveeeiecrninnincrinnrenene (863,000) (912,000)  (824,000)
Net change in cash and cash equivalents ...........ccccoovvvecveenreieenie e (7,000) 10,000 (181,000)
Beginning cash and cash equivalents...........ccoceervrernereseesiien e recneresennes 48,000 38,000 219,000
Ending cash and cash equivalents.......c.c..coccvecenviercniiineresicre s cieennes S 41,000 $ 48,000 $ 38,000
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Note 19 — Financial Instruments
Financial instruments as of December 31 were as follows:

2003 : 2002

Estimated Estimated
Carrying Fair Carrying Fair
Amount Value Amount Value
Assets: -
Cash and cash equivalents........c.coereneind CORTURIUOTN $ 4,722,000 $ 4,722,000 $ 6471000 $ 6,471,000
Interest-bearing deposits at other institutions......... : —_ — 100,000 102,000
Securities available for sale ............... frveerreerasarenens © 38,149,000 38,149,000 21,491,000 21,491,000
Other SECUTITIES ..vevviveeriericreeereeere e 2,722,000 2,722,000 2,620,000 2,620,000
Loans held for sale.......cccooovicrirnerierioreinirrinninn, — R 1,214,000 1,230,000
L0ans, NEt...ccoecivieieerrenrece e e 161,158,000 161,998,000 171,636,000 172,416,000
Liabilities:
Demand, savings and money market deposits......... 73,664,000 73,664,000 62,901,000 62,901,000
TimMe depoSitS....ccovvrreeeeevrierceeirieieereeene e 72,599,000 74,165,000 89,878,000 91,873,000
Federal funds purchased .............. [T 7,882,000 7,882,000 — —
Repurchase agreements 5,305,000 5,305,000 5,876,000 5,876,000
FHLB advances .......ccocveevivrevrenesineoreereenseeresernncns 33,750,000 34,094,000 32,791,000 33,612,000

The estimated fair values approximate the carrying amounts for all assets and liabilities except those described later in this paragraph.
The estimated fair value for securities is based on quoted market values for the individual securities or for equivalent securities. The
estimated fair value for loans is based on the rates charged at December 31 for new loans with similar maturities, applied until the loan
is assumed to reprice or be paid. The estimated fair values for time deposits and FHLB advances are based on the rates paid at
December 31 for new deposits or FHLB advances, applied until maturity. The estimated fair values for other financial instruments and
off-balance sheet loan commitments are considered nominal.

Note 20 — Off-Balance Sheet Activities

Some financial instruments, such as loan commitments, credit lines, letters of credit, and overdraft protection, are issued to meet
customers’ financing needs. These are agreements to provide credit or to support the credit of others, as long as conditions established
in the contract are met, and usually have expiration dates. Commitments may expire without being used. Off-balance sheet risk to
credit loss exists up to the face amount of these instruments, although material losses are not anticipated. The same credit policies are
used to make such commitments as are used for loans, including obtaining collateral at exercise of the commitment.

The contractual amount of financial instruments with off-balance sheet risk was as follows at December 31:

2003 2002
Fixed Variable Fixed Variable
Rate Rate Rate Rate
Unused lines of credit and letters of credit.................. $° 5,632,000 $ 14,970,000 $ 3,134,000 $ 14,394,000
Commitments to fund loans (at market rates) ............. 1,933,000 3,184,000 2,593,000 2,025,000

Commitments to fund loans are generally made for periods of 180 days or less. The fixed rate loan commitments have interest rates
ranging from 3.88% to 7.50% and maturities ranging from 6 months to 30 years.
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Note 21 — Regulatory Capital

ChoiceOne Financial Services, Inc. and ChoiceOne Bank are subject to regulatory capital requirements administered by federal
banking agencies. Capital adequacy guidelines and prompt corrective action regulations involve quantitative measures of assets,
liabilities, and certain off-balance sheet items calculated under regulatory accounting practices. '

The prompt corrective action regulations provide five classifications, including well capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized, and critically undercapitalized, although these terms are not used to represent overall
financial condition. If only adequately capitalized, regulatory approval is required to accept brokered deposits. If undercapitalized,
capital distributions are limited, as are asset growth and expansion, and plans for capital restoration are required. At year-end 2003
and 2002, the most recent regulatory modifications categorized ChoiceOne and the Bank as well capitalized under the regulatory
framework for prompt corrective action. There are no conditions or events since that modification that management believes have
changed the institutions’ category.

Actual capital levels (in thousands) and minimum required levels (in thousands) were as follows:
Minimum Required

to be Well
Minimum Required Capitalized Under
for Capital Prompt Corrective
Actual Adequacy Purposes Action Regulations
Amount Ratio Amount Ratio Amount Ratio

December 31, 2003
Total capital (to risk weighted assets)

Consolidated ....c.ovceeernviecereeriieeneenees $ 21,934 13.9% $ 12,666 80% $§ 15,833 10.0%

Bank.....cooiriinincerc s 21,871 13.8 12,660 8.0 15,825 10.0
Tier 1 capital (to risk weighted assets)

Consolidated .......coceeeeivviiiiiieiiir e 19,975 12.6 6,333 4.0 9,500 6.0

Bank......cocoomveineneieinen e 19,912 12.6 6,330 4.0 9495 6.0
Tier 1 capital (to average assets)

Consolidated .........corvecrrreresrmnrericenniiene 19,975 9.5 8,370 4.0 10,463 5.0

Bank.......coovene s 19,912 9.5 8,370 4.0 10,463 5.0
December 31, 2002
Total capital (to risk weighted assets)

Consolidated .........coueverrvrereeeiinnrereermrnireene $ 20,556 12.6% § 13,051 80% $ 16314 10.0%

BankK ..o et 20,531 12.6 13,043 8.0 16,303 10.0
Tier 1 capital (to risk weighted assets)

Consolidated ........cccooeevrninininineeireenccnees 18,543 114 6,526 4.0 9,788 6.0

BanK....cccooecnnineinne e 18,520 11.4 6,521 4.0 9,782 6.0
Tier 1 capital (to average assets)

Consolidated ........c.cconirevnnnnrnrriienes 18,543 8.7 8,523 4.0 10,654 5.0

Bank......cooveieniiecn s 18,520 8.7 8,534 4.0 10,668 5.0

Banking regulations limit capital distributions by state-chartered banks. Generally, capital distributions are limited to undistributed net
income for the current and prior two years. At December 31, 2003, approximately $3,676,000 is available to pay dividends to the
holding company. The Bank is also subject to state regulations restricting the amount of dividends payable to the holding company.
At December 31, 2003, the Bank had $6,857,000 of retained earnings available for dividends under these regulations. The Company’s
ability to pay dividends is dependent on the Bank, which is restricted by state law and regulations. These regulations pose no practical
restrictions to paying dividends at historical levels.
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Note 22 — Quarterly Financial Data (Unaudited)

Eamings Per Share

Interest Net Interest Net Fully
Income Income Income Basic Diluted
2003
First Quarter $ 3,239,000 $ 1,980,000 § 506,000 $ 0.33 $ 0.33
Second Quarter 3,127,000 1,970,000 505,000 0.32 0.32
Third Quarter 3,041,000 1,942,000 558,000 0.36 0.36
Fourth Quarter 2,923,000 1,883,000 532,000 0.34 0.34
2002 :
First Quarter $ 3,572,000 $ 1,920,000 $ 431,000 $ 0.28 $ 0.28
Second Quarter ) 3,611,000 2,021,000 310,000 0.20 0.20
Third Quarter 3,627,000 2,118,000 377,000 0.24 0.24
Fourth Quarter 3,459,000 2,047,000 525,000 0.34 0.34
2001
First Quarter $ 4,215,000 $ 1,902,000 $§ 425,000 $ 0.28 $ 0.28
Second Quarter 4,073,000 1,876,000 281,000 0.18 0.18
Third Quarter 4,036,000 1,920,000 351,000 0.23 0.23
Fourth Quarter 3,797,000 1,905,000 401,000 0.26 0.26

The increase in ChoiceOne’s quarterly net income from 2002 to 2003 was due to a reduced provision for loan losses and lower
noninterest expenses. The provision for loan losses was $535,000 lower in the fourth quarter of 2003 versus that of fourth quarter
2002. Interest income and net interest income in 2003 trended down each quarter due to a lower interest rate environment during
2003.

The increase in ChoiceOne’s quarterly net income from 2001 to 2002 was due to an improved net interest income and higher
noninterest income during 2002 compared to 2001. The Company saw exceptional gains from the sale of mortgage loans in fourth
quarter 2002 compared to fourth quarter 2001. Offsetting this exceptional income in fourth quarter 2002 was the provision for loan
losses being $232,000 higher than the same period of 2001,
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Crowe Chizek and Company LLC
Member Horwath International

REPORT OF INDEPENDENT AUDITORS

To the Shareholders and Board of Directors
of ChoiceOne Financial Services, Inc., Sparta, Michigan

We have audited the accompanying consolidated balance sheets of ChoiceOne Financial Services, Inc. as of December 31, 2003 and
2002, and the related statements of income, changes in sharcholders’ equity and cash flows for each of the three years in the period
ended December 31, 2003. These financial statements are the responsibility of the Corporation’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of
ChoiceOne Financial Services, Inc. as of December 31, 2003 and 2002, and the results of its operations and its cash flows for each of

the three years in the period ended December 31, 2003, in conformity with accounting principles generally accepted in the United
States of America.

Crowe Chizek and Company LLC

Grand Rapids, Michigan
March 3, 2004
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
ChoiceOne Financial Services, Inc.

The following discussion is designed to provide a review of the consolidated financial condition and results of operations of
ChoiceOne Financial Services, Inc. ("ChoiceOne"), and its wholly-owned subsidiaries, ChoiceOne Bank (the "Bank"), ChoiceOne
Insurance Agencies, Inc. (the "Insurance Agency"), and ChoiceOne Mortgage Company of Michigan (the “Mortgage Company”).
This discussion should be read in conjunction with the consolidated financial statements and related footnotes.

FORWARD-LOOKING STATEMENTS

This discussion and other sections of this annual report contain forward-looking statements that are based on management’s beliefs,
assumptions, current expectations, estimates and projections about the financial services industry, the economy, and ChoiceOne itself.
Words such as "anticipates,” "believes,” "estimates,” "expects," "forecasts,” "intends,” "is likely,” "plans," "predicts,” "projects,"
"may," "could," and variations of such words and similar expressions are intended to identify such forward-looking statements. These
statements are not guarantees of future performance and involve certain risks, uncertainties and assumptions ("risk factors") that are
difficult to predict with regard to timing, extent, likelihood, and degree of occurrence. Therefore, actual results and outcomes may
materially differ from what may be expressed, implied or forecasted in such forward-looking statements. Furthermore, ChoiceOne
undertakes no obligation to update, amend, or clarify forward-looking statements, whether as a result of new information, future
events, or otherwise.

Risk factors include, but are not limited to, changes in interest rates and interest rate relationships; demand for products and services;
the degree of competition by traditional and non-traditional competitors; changes in banking laws and regulations; changes in tax laws;
changes in prices, levies, and assessments; the impact of technological advances; governmental and regulatory policy changes; the
outcomes of pending and future litigation and contingencies; trends in customer behavior as well as their ability to repay loans;
changes in the local and national economies; and various other local and global uncertainties such as acts of terrorism and military
actions. These are representative of the risk factors that could cause a difference between an ultimate actual outcome and a preceding
forward-looking statement.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The purpose of this section of the annual report is to provide a narrative discussion about the Company’s financial condition and
results of operations during 2003. Management’s discussion and analysis of financial condition and the results of operations as well as
disclosures found elsewhere in the annual report are based upon the Company’s consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States of America. The preparation of these
financial statements requires the Company to make estimates and judgments that affect the reported amounts of assets, liabilities,
revenues and expenses. One material estimate that is particularly susceptible to significant change in the near term relates to the
determination of the allowance for loan losses. Actual results could differ from those estimates.

Allowance for loan losses

The allowance for loan losses is maintained at a level believed adequate by management to absorb probable losses inherent in the
consolidated loan portfolio. Management’s evaluation of the adequacy of the allowance is an estimate based on reviews of individual
loans, assessments of the impact of current and anticipated economic conditions on the portfolio and historical loss experience of
seasoned loan portfolios. See Notes 1 and 5 to the Consolidated Financial Statements for additional information.

Management believes the accounting estimate related to the allowance for loan losses is a “critical accounting estimate” because (1)
the estimate is highly susceptible to change from period to period because of assumptions concerning the changes in the types and
volumes of the portfolios and anticipated economic conditions and (2) the impact of recognizing an impairment or loan loss could have
a material effect on the Company’s assets reported on the balance sheet as well as its net income. Management has discussed the
development of this critical accounting estimate with the Board of Directors and the Audit Committee of the Board of Directors has
reviewed the Company’s disclosures in Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Loan Servicing Rights

Loan servicing rights represent the estimated value of servicing loans that are sold with servicing retained by the Company. Servicing
rights are expensed in proportion to, and over the period of, estimated net servicing revenues. Management’s accounting treatment of
loan servicing rights is estimated based on current prepayment speeds which are typically market driven. See Note 4 to the
Consolidated Financial Statements for additional information regarding activity within loan servicing rights.
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Management believes the accounting estimate related to loan servicing rights is a “critical accounting estimate” because (1) the
estimate is highly susceptible to change from period to period because of significant changes within long term interest rates affecting
the prepayment speeds for current loans being serviced and (2) the impact of recognizing an impairment loss could have a material
effect on the Company’s net income. Management has obtained a third-party valuation of its loan servicing rights to corroborate its
current carrying value at the end of each reporting period. The Board of Directors and the Audit Committee are satisfied with the
Company’s disclosures in Management’s Discussion and Analysis of Financial Condition and Results of Operations.

RESULTS OF OPERATIONS

Summary :
Net income for 2003 was $2,101,000, which represented a $458,000 or 28% increase from 2002. The increase in net income was due

to a reduced provision for loan losses and reduced noninterest expense. A lower loan loss provision was based on a lower level of
nonpetforming and substandard loans throughout 2003 compared to the prior year. Significant recoveries made within consumer
loans also allowed the Bank to decrease the provision as compared to 2002. Noninterest expense declined due to the discontinuance of
expenses associated with the Plainfield and Sparta Great Day branch offices, which were closed in September 2002 and September
2003, respectively. The Insurance Agency sold its Grand Rapids book of business and other assets in January 2003, which also
reduced noninterest expenses in 2003 as compared to the prior year.

Return on average assets was 1.01% for 2003, compared to 0.79% for 2002 and 0.73% in 2001. Retum on average shareholders'
equity was 10.48% for 2003, compared to 8.78% for 2002 and 8.07% in 2001.

Year ended December 31

2003 2002 2001
Net INTErESt IMCOME ..uvieveieriiereiteeeerteriesr e s e evrerreresseeeaesreeraesseas $ 7,775,000 $ 8,106,000 § 7,603,000
Provision for 10an 10SSES ..v.ivveiiieree ettt (400,000) (1,270,000) (1,003,000)
NONINLETEST IMCOME ..vviiveereeiviieiiieereereree e sreseraebesseessesbeesnesrsennans 3,109,000 3,657,000 2,646,000
NONINIETESE EXPENSE ...verrerrivrrererrirrenrerissesrerneseesmrssiesesrsseesesnsesesmoncone (7,668,000) (8,187,000) (7,198,000)
INCOME £AX EXPEISC...vrveeriierireireiereect et (715,000) {663,000} ~(590,000)
NELINCOMIC ..1eiitiivereree ettt srerseeseeeernasesnserereesserssasssrssesasssenes $ 2,101,000 $ 1,643,000 § 1,458,000

Net income for 2002 was $1,643,000, which represented a $185,000 or 13% increase from 2001. The increase in net income was due
to increased net interest income and increased noninterest income, offset by a higher provision for loan losses and higher noninterest
expense. The increase in net interest income was primarily due to earning asset growth and a change in the Bank’s mix of interest
bearing deposits for 2002 compared to 2001. Also, the rates paid on deposits and other funding sources fell faster than the yields
earned on loans and securities. Higher customer service fees, insurance commissions, and gains from the sale of loans and securities
provided the growth in noninterest income in 2002. The higher provision for loan losses was primarily due to significant charge-offs in
2002 and a higher level of nonperforming and substandard loans. Noninterest expense rose due to salaries and benefits for several new
employees, higher commissions paid to mortgage originators and insurance agents, higher occupancy expense and additional legal fees
in 2002 over 2001.

Dividends

Cash dividends of $1,059,000, or $0.68 per common share were declared in 2003, compared to $0.67 per common share in 2002. The
dividend yield on ChoiceOne’s common stock was 4.49% in 2003 compared to 4.78% in 2002. The cash dividend payout percentage
was 50% for 2003 compared to 63% for the prior year.

ChoiceOne’s Board of Directors declared a 5% stock dividend payable on common stock in April 2002. The dividend was paid in
May 2002 and earnings per share data for all periods presented have been adjusted for this stock dividend.

ChoiceOne’s principal source of funds to pay cash dividends is the earnings of the Bank. The availability of these earnings is
dependent upon the capital needs, regulatory constraints and other factors involving the Bank. Regulatory constraints include the
maintenance of minimum capital ratios and limits based on net income and retained earnings of the Bank for the past three years.
ChoiceOne expects to pay quarterly cash dividends in 2004 to shareholders based on the actual earnings of the Bank. '
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Net Interest Income.

As shown in Tables 1 and 2, tax equivalent net interest income decreased $328,000 in 2003 compared to 2002. This is primarily
because the Bank’s interest-earning assets have repriced downward faster than the Bank’s interest-bearing liabilities. The income
impact from a smaller loan portfolio was greater than the additional income from an increased security portfolio. A change in the
funding mix by growth in interest-bearing demand deposits has helped reduce interest expense, but not enough to offset the lower
interest income compared to 2002.

Table 1 — Average Balances and Tax-Equivalent Interest Rates

Year ended December 31

2003 2002 2001
Average Average Average
Balance  Interest Rate Balance  Interest Rate Balance Interest Rate
Assets
Loans (1) (2)veevevveceiceesisee s $165,224 $1L100 6.72% $174,135 $13,250 7.61% $172,018 $15,212 8.84%
Taxable securities (3) ..oovveverreveneenne 20,472 776  3.85 12,347 603 4.93 7,319 441  6.03
Tax exempt securities (1} (3)...ccccevene 10,693 689 6.79 - 9,528 653 7.15 8,640 635 7.35
OREL ceeverne et ssneseseens 700 $ L4 295 3 1.02 1,651 70 424
Interest-earning assets ..........ceeevnnen 197,089 12,573 6.41 196,302 14,509 7.41 189,628 16,358 8.63
Noninterest-earning assets (4)............ 10,567 11,489 10,927
Total @SSELS vicrererrirmmnireccenrarmimaersasas $ 207,656 $ 207,791 $ 200,555
Liabilities and Shareholders” Equity
Interest-bearing
demand deposits...........oceceeerrrrennnn $ 42,239 591 1.40% $ 35,422 625 1.76% § 29,338 780 2.66%
Savings deposits.......cccooververeerieenene 9,081 56 0.62 8,441 73 0.86 7,954 90 1.13
Time deposits ...cocvevvrvrcrerererirerenns 81,594 2,600 3.19 81,466 3,361 4.13 84280 4981 3591
FHLB adVvances....coco.ovvverieneivrenenainas 28,416 1,206 4.24 36,489 1,942 5.32 39,189 2,495 6.37
Other .cooeviveviiee e 7,470 102 137 8,290 162 1.95 5,192 172 3.29
Interest-bearing liabilities............. 168,800 4,555 270 170,108 6,163 3.62 165953 8,518 S5.13
Demand deposits.......ooeeeeeeenrrennee. 17,027 16,262 14,424
Other noninterest-bearing
Liabilities. .c.oveeeicrirenirreeceirereieenenae 1,784 2,718 2,120
Shareholders’ equity.......cccccecvrvreinnnnne 20,045 18,703 18,058
Total liabilities and )
shareholders’ equity ....cc.ccccvvanens $ 207,656 $ 207,791 $ 200,555
Net interest income
(tax-equivalent basis) — .
interest Spread ........cccooveeveeeriricnennas 8,018 3.71% 8,346 3.79% 7,840 3.50%
Tax-equivalent adjustment (1)............... (243) (240) 237N
Net interest INCOME...vvviivieevriverereennns $ 7,775 $ 8,106 $ 7,603
Net interest income as a
percentage of earning assets
{tax-equivalent basis) .......ccccovevcecrens 4.07% 4.25% 4.13%

(1) Interest on nontaxable securities and loans has been adjusted to a fully tax-equivalent basis to facilitate comparison to
the taxable interest-earning assets. The adjustment uses an incremental tax rate of 34% for the years presented.

(2) Interest on loans included net origination fees charged on loans of approximately $369,000, $625,000, and $801,000,
in 2003, 2002, and 2001, respectively.

(3) The average balance includes the effect of unrealized gains or losses on securities, while the average rate was
computed on the average amortized cost of the securities. ‘

(4) Noninterest-earning assets include loans on a nonaccrual status which averaged approximately $2,647,000, $2,551,000,
and $1,090,000, in 2003, 2002, and 2001, respectively.
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The average balance of loans decreased $8.9 million in 2003 compared to 2002. The lower rate environment greatly reduced the yield
carned on all new loans originated in 2003 and certain variable rate loans indexed to prime or the U.S. Treasury note. The lower
yields, in.addition to a smaller loan portfolio, caused interest income to drop $2,150,000 in 2003 compared to 2002. The average
balance of investment securities grew $9.3 million in 2003, which was offset by lower earning yields thereby causing interest income
to increase $209,000 from 2002.

The average balance of deposits grew $8.4 million from 2002 to 2003 as interest-bearing demand deposits increased $6.8 million,
noninterest-bearing demand deposits increased $0.8 million, and savings deposits increased $0.6 million. This change is consistent
with management’s strategy of growing lower-cost transaction accounts. Time deposits remained fairly consistent from 2002 to 2003.
As illustrated in Table 2, the growth in demand and savings deposit accounts increased interest expense $131,000 in 2003; however,
lower rates paid on all types of deposit accounts caused interest expense to decrease $949,000 in 2003. An $8.1 million decrease in
average advances from the Federal Home Loan Bank coupled with significantly lower rates paid on new advances caused the Bank’s
interest expense to decrease $736,000 from 2002. Lower federal funds purchased and decreased rates paid on overnight borrowing
allowed interest expense from other interest bearing liabilities to drop $60,000 in 2003.

As shown in Table 1, tax-equivalent net interest spread slid 8 basis points down from 3.79% in 2002 to 3.71% in 2003. The rate
earned on interest-earning assets decreased 100 basis points from 7.41% in 2002 to 6.41% in 2003. The rate paid on interest-bearing
liabilities dropped 92 basis points from 3.62% in 2002 to 2.70% in 2003. In 2002, tax-equivalent net interest spread increased 29 basis
points from 3.50% in 2001 to 3.79% in 2002. The rate earned on interest-earning assets fell 122 basis points from 8.63% in 2001 to
7.41% in 2002. The rate paid on interest-bearing liabilities tumbled 151 basis points from 5.13% in 2001 to 3.62% in 2002.

Table 2 — Changes in Tax-Equivalent Net Interest Income

Year ended December 31
2003 Over 2002 2002 Over 2001
Total Volume Rate Total Volume Rate
(Dollars in Thousands)
Increase (decrease) in interest income (1)
L0ans (2) c.ocvveveeerirrnecnecnnnnenec e erenanns $ (2,150) $ (653) $ (1,497) $(1,962) S 190 $(2,152)
Taxable Securities.........cocovevvvveverercecnsiennas 173 198 (25) 162 197 (33%)
Nontaxable securities (2)......ccccorvivercenenennian. 36 73 37 18 36 (18)
OLHET e 5 4 1 (67) (57) (10)
Net change in tax-equivalent income ........ (1,936) 378) (1,558 (1,849 366 (2,215)
Increase (decrease) in interest expense (1)
Interest-bearing transaction accounts............ 349 125 (159) (155) 180 (335)
Savings depositS....ccoceerivveeeccrririenreernans an 6 (23) a7 6 (23)
Time deposits ...ccoocvvvivierieiirene e (761) 6 (767)  (1,620) (182)  (1,438)
Federal Home Loan Bank advances............. (736) (448) (288) (553) (177) (376)
Oher ..o (60) 17) (43) (10) 119 (129)
Net change in interest expense................. (1,608) (328) (1,280)  (2,355) (54) (2301
Net change in tax-equivalent
net interest iNCome .....evvvrevvevieeniverennene. $ (328 § 50 $ (279 $ 506 S 420 $ 86

(1) The volume variance is computed as the change in volume (average balance) multiplied by the previous year’s
interest rate. The rate variance is computed as the change in interest rate multiplied by the previous year’s volume
(average balance). The change in interest due to both volume and rate has been allocated to the volume and rate
changes in proportion to the relationship of the absolute dollar amounts of the change in each.

(2) Interest on nontaxable securities and loans has been adjusted to a fully tax-equivalent basis using an incremental tax
rate of 34% for the years presented.

As illustrated in Table 2, tax equivalent net interest income increased $506,000 in 2002 compared to 2001, This is partly because the
Bank’s interest-bearing liabilities repriced downward faster than the Bank’s interest-carning assets. The Bank experienced moderate
growth in both its security and loan portfolios which helped boost interest margin over 2001. Increased demand and savings deposits
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and federal funds purchased offset balance decreases in time deposits and advances from the FHLB during 2002.

Management anticipates that net interest income in 2004 will depend on the Bank’s ability to match asset growth with the right mix of
deposits and short and long term borrowings. Payoffs of existing loans and securities in 2004 will hurt interest income as new loans
originated and new securities purchased more than likely will be at lower rates than existing assets. Deposit rates will be dictated by
local market conditions and management will be aggressively pursuing growth of its core deposits in 2004 to maintain a low cost of
funds. Brokered time deposits and advances from the FHLB may be used if core deposit growth is insufficient to fund the Company’s
asset growth.

Allowance and Provision For Loan Losses

Information regarding the allowance and provision for loan losses can be found in Table 3 and in Note 5 to the Consolidated Financial
Statements. As indicated in Table 3, the provision for loan losses was $870,000 lower in 2003 than in 2002. Management reduced
the provision as a result of the lower levels of nonaccrual, substandard and delinquent loans during 2003. In addition, increased
recoveries received in 2003 allowed management to scale back its provision during the year.

As shown in Table 3, consumer loan net charge-offs decreased $499,000 in-2003 versus 2002, mortgage loan net charge-offs increased
$51,000 in 2003, and commercial loan net charge-ofts increased $13,000 from 2002. Commercial loan charge-offs in 2003 included
three significant substandard loan charge-offs totaling $372,000 that were charged off due to insolvency of the borrowers. These loans
were 66% reserved at the end of 2002. Mortgage loan charge-offs included some subprime mortgages that held insufficient collateral
at the time of foreclosure. Management no longer originates these types of credits. A change in the Bank’s collection personnel and
process precipitated the highest total recoveries in the past five years. The ratio of net charge-offs as a percentage of {oans decreased
significantly from 0.62% in 2002 to 0.39% in 2003 and the allowance as a percentage of total loans is lower (1.21%) at the end of
2003, compared to the end of 2002 (1.26%) reflecting the improved credit quality within the loan portfoho

Table 3 — Provision and Alowance For Loan Losses

2003 2002 2001 2000 1999
Provision for 10an [0SSES.....cccoveverrvereevererrrenne. $ 400,000 $ 1,270,000 $ 1,003,000 $ 1,075,000 $ 625,000
Net charge-offs: :
Commercial 10ans .......cccoveveevviesreeiece i $ ° 454,000 $ 441,000 $ 554,000 $ 282,000 $ 260,000
Real estate mortgages ............... [ONTTTRURN 51,000 —_— 188,000 100,000 —
ConSUmEr [08NS......c.ocveeerrerieerrircriee e ere e 132,000 631,000 349,000 499,000 309,000
TOtAl.oeoiieieciicercc e $ 637,000 $ 1,072,000 $ 1,091,000 $ 881,000 $ 569,000

Allowance for loan losses at year end................. $ 1,974,000 $ 2,211,000 $ 2,013,000 $ 2,101,000 $ 1,907,000

Allowance for loan losses as a percentage of: _
Total loans as of year end ...........cccovvvinennee. 1.21% 1.26% 1.21% - 1.20% 1.14%
Nonaccrual loans, accrual loans past due 90 o
days or more and troubled debt

EESTUCTUTINES oo 99% 80% ‘ 88% 75% 93%
Ratio of net charge-offs to average total loans
outstanding during the year............coooovienrnn 0.39% 0.62% 0.63% 0.51% 0.38%
Loan recoveries as a percentage of prior year’s '
charge-offs ... 27% 14% 19% 16% 15%

Based on the current state of the economy and a recent review of the loan portfolio, management believes that the allowance for loan
losses as of December 31, 2003, is adequate to absorb probable losses. As charge-offs, changes in the level of nonperforming loans,
and changes within the composition of the loan portfolio occur, the provision and allowance for loan losses will be reviewed by the
Bank's management and adjusted as necessary.

Noninterest Income

Total noninterest income decreased $548,000 or 15% in 2003, compared to a $1,011,000 or 38% increase in 2002. Insurance and

investment commissions decreased due to the sale of the Grand Rapids division of the Insurance Agency in January 2003. Gains
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received from the sale of loans decreased somewhat in 2003 due to the slowdown in mortgage refinancing during the third and fourth
quarters of the year. In 2003, the Mortgage Company sold $37 million of loans to the secondary market versus $41 million during
2002. Servicing fee income is reported net of servicing right amortization expense and resulted in a negative $4,000 for 2003 due to
borrowers paying off their serviced mortgages faster than management’s estimate of loan servicing term. Other noninterest income
was higher in 2003 due to a record amount of contingency income realized from the Insurance Agency and a substantial recovery of
legal fees from our insurance carrier.

Management anticipates that noninterest income may decline in 2004 due to reduced mortgage refinancing activity, which may be
offset by growth in insurance and investment commissions and loan servicing fees.

Noninterest Expense

Total noninterest expense decreased $519,000 or 6% in 2003 versus 2002, compared to a $989,000 or 14% increase in 2002 over
2001. Salaries and benefits decreased slightly due to the loss of personnel from the Grand Rapids division of the Insurance Agency
and fewer commissions paid to mortgage producers and insurance producers. Higher incentive bonuses and increased employee health
insurance cost offset the reduced salaries in 2003. Occupancy expense was significantly lower in 2003, as the Bank closed its
Plainfield branch office and Sparta Great Day Office in September 2002 and September 2003, respectively. Management declined to
renew its lease agreements at both offices due to insufficient growth in deposits. Professional services decreased slightly over the prior
year as 2002 had higher legal fees resulting from litigation with two former employees of the Insurance Agency. The $156,000 of
prepayment penalties incurred on the early payoff of $3 million of high-rate advances from the Federal Home Loan Bank was done to
reduce the Bank’s cost of funds in 2004 and 2005. Other noninterest expense was lower in 2003 due to fewer bad check charge-offs
by the Bank and lower amortization expense for the Insurance Agency’s book of business.

Management anticipates that noninterest expense in 2004 will be consistent with that of 2003 and depend on the management of
existing personnel, buildings, and key data processing systems.

FINANCIAL CONDITION

Securities

The security portfolio increased approximately $16.7 million or 78% from December 31, 2002 to December 31, 2003. A mix of
almost $23 million in government agency, municipal, mortgage-backed, and corporate securities were purchased to maintain asset size
of the Bank and provide liquidity for future loan growth. Approximately $1.8 million in agency and municipal bonds were called or
matured and $2.1 million of agency and corporate bonds were sold during 2003. The Bank’s Investment Committee continues to
monitor the portfolio and purchase securities when deemed prudent. Certain securities are also sold under agreements to repurchase
and management plans to continue this practice as a low-cost source of funding. Securities also serve as a source of liquidity for
deposit needs.

Loans

The loan portfolio (excluding loans held for sale) decreased approximately $10.7 million or 6% from December 31, 2002 to December
31, 2003. Commercial loans dropped $5.6 million due to reduced demand from local businesses and payoffs of certain substandard
loans. Consumer loans decreased $4.9 million since year-end 2002 due to the Bank’s decreased emphasis on indirect lending and
customers consolidating personal or home equity debt with the refinancing of their mortgages. Residential mortgage loans remained
fairly consistent since year-end 2002. A record volume of $76 million of residential mortgage loans were closed by the Mortgage
Company and over $34 million was sold to investors in the secondary market. A majority of this record volume was refinanced
mortgage loans caused by a record low interest rate environment.

Information regarding impaired loans can be found in Note S to the Consolidated Financial Statements included in this report. In
addition to its review of the loan portfolio for impaired loans, management also monitors various nonperforming loans,
Nonperforming loans are comprised of: (1) loans accounted for on a nonaccrual basis; (2) loans, not included in nonaccrual loans,
which are contractually past due 90 days or more as to interest or principal payments; and (3) loans, not included in nonaccrual or past
due 90 days or more, which are considered troubled debt restructurings.
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The balances of these nonperforming loans as of December 31 were as follows:

2003 2002

Loans accounted for on a nonaccrual basis - S 1,914,000 § 2,522,000
Loans contractually past due 90 days

or more as to principal or interest payments 39,000 210,000

Loans considered troubled debt restructurings 47,000 48,000

Total $ 2,000,000 § 2,780,000

At December 31, 2003, nonaccrual loans included $1.3 million in commercial loans, $380,000 in residential mortgages, and $224,000
in consumer loans. At December 31, 2002, nonaccrual loans included $1.0 million in commercial loans, $1.1 million in residential
mortgages, and $400,000 in consumer loans. Management also maintains a list of loans that are not classified as nonperforming loans
but where some concern exists as to the borrowers’ abilities to comply with the original loan terms. The total balance of these loans
was $8,841,000 as of December 31, 2003 compared to $6,987,000 as of December 31, 2002. A slow economy in addition to a more
aggressive problem loan identification system increased the number of problem loans at the end of 2003. Management is attempting to
work out these problem loans.

Management anticipates that demand for rﬁortgage and consumer loans will pick up slightly in 2004 due to increased marketing efforts
advocating new products. Management believes commercial loan demand will increase in 2004 due to favorable national economic
data and growth within ChoiceOne’s local market.

Deposits and Other Funding Sources

Total deposits decreased $6.5 million or 4% since the end of 2002. The decrease was primarily due to $9.2 million in maturing local
time deposits and $8.1 million in brokered time deposits. Growth of $10.2 million in noninterest-bearing checking, interest-bearing
checking, and money market accounts and $0.6 million in savings accounts offset the loss of time deposits. This change in the deposit
mix is consistent with management’s strategy of increasing low-cost transaction accounts. Minimal deposit losses were experienced
from the closure of the Bank’s Sparta Great Day office during 2003.

The Bank was purchasing federal funds at the end of 2003, in contrast to selling federal funds at the end of 2002. Securities sold under
agreements to repurchase decreased $0.6 million since 2002, Advances from the Federal Home Loan Bank (“FHLB™) increased by
approximately $1 million in 2003. Of these advances, 82% have fixed rates with maturities ranging from January 2004 to December
2006, and 18% of these advances carry a floating rate. Specific residential real estate mortgages were pledged as collateral for these
advances at the end of 2003.

Bank management continues to emphasize growth of local deposits through its noninterest-bearing and interest-bearing checking
accounts for both commercial and retail customers. If local deposit growth is insufficient to support loan growth and other operating
needs in 2004, management anticipates that it will continue to use federal funds, advances from the FHLB, and brokered time deposits
to supplement its core deposits.

Shareholders’ Equity

Total shareholders' equity increased $1.2 million or 6% since the end of 2002. Equity growth resulted from retained earnings and
proceeds from the sale of ChoiceOne’s stock, offset by cash dividends paid to shareholders, shares repurchased, and a drop in
accumulated other comprehensive income. The net dollar difference between the issuance and repurchase of common stock was
$188,000 in 2003 compared to $125,000 in 2002. ChoiceOne repurchased 1,446 shares of its common stock in 2003 compared to
3,546 shares in 2002. ChoiceOne’s management anticipates that it may continue to repurchase shares of its common stock in 2004 and
retire them.

Note 21 to the Consolidated Financial Statements presents regulatory capital information as of the end of 2003 and 2002.
ChoiceOne’s capital ratios increased slightly from December 31, 2002 to December 31, 2003. If opportunities for prudent asset
growth present themselves in 2004, ChoiceOne’s management may grow assets to a greater extent than sharcholders’ equity. This may
cause capital to decrease as a percentage of assets. However, ChoiceOne’s management and its Board of Directors do not desire to
decrease capital below those levels necessary to be considered “well capitalized.”
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Table 4 — Contractual Obligations

The following table discloses information regarding the maturity of ChoiceOne’s contractual obligations:

Payment Due By Period
Less
than 1-3 35 Over
Total 1 year Years Years 5 Years
Federal funds purchased ........c.c.oovvvreerrerenecreneninnenen $ 74882 % 7882 § — 3 — 3 —
Repurchase agreements..........cocveeereeeeriiceincnmeniniseenene 5,305 5,305 — — —
Advances from Federal Home Loan Bank.................. 33,750 17,250 16,500 —_ —
Operating leases........cocvvicrevirncrvrcrniecrsenirvencrcencocas 44 30 14 — —

Total..coiiiiicic s $ 46,981 § 30467 $ 16,514 S — § —

Liquidity and Interest Rate Risk

ChoiceOne's primary market risk exposure occurs in the form of interest rate risk. Liquidity risk also can have an impact but to a lesser
extent. ChoiceOne's business is transacted in U.S. dollars with no foreign exchange risk exposure. Agricultural loans comprise a small
portion of ChoiceOne's total assets. Management believes that ChoiceOne's exposure to changes in commodity prices is insignificant.

Liquidity risk deals with ChoiceOne's ability to meet its cash flow requirements. These requirements include depositors desiring to
withdraw funds and borrowers seeking credit. Relatively short-term liquid funds exist in the form of lines of credit to purchase federal
funds at five of the Bank’s correspondent banks. As of December 31, 2003, the amount of federal funds available for purchase from
the Bank's correspondent banks totaled $21.5 million. ChoiceOne purchased $7,882,000 of federal funds at the end of 2003. The
Bank also has a line of credit with the Federal Reserve Bank of Chicago for $64.6 million secured by ChoiceOne’s commercial loans,
which is designed to be used for nonrecurring short-term liquidity needs. Longer-term liquidity needs may be met through local
deposit growth, maturities of securities, normal loan repayments, advances from the Federal Home Loan Bank, brokered time deposits,
and income retention. Approximately $1.7 million of borrowing capacity was available from the Federal Home Loan Bank based on
the Mortgage Company’s residential mortgages pledged as collateral at year-end 2003. The acquisition of brokered time deposits is
not limited as long as the Bank’s capital to assets percentage is considered to be “well capitalized.”

Interest rate risk is related to liquidity because each is affected by maturing assets and sources of funds. ChoiceOne’s Asset/Liability
Management Committee (the "ALCO") attempts to stabilize the interest rate spread and avoid possible adverse effects when unusual or
rapid changes in interest rates occur. The ALCO uses a simulation model to measure its interest rate risk. The model incorporates
changes in interest rates on rate-sensitive assets and liabilities. The degree of rate sensitivity is affected by prepayment assumptions
that exist in the assets and liabilities. One method the ALCO uses of measuring interest rate sensitivity is the ratio of rate-sensitive
assets to rate-sensitive liabilities. An asset or liability is considered to be rate-sensitive if it matures or otherwise reprices within a
given time frame. '
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Table 5 documents the maturity or repricing schedule for ChoiceOne’s rate-sensitive assets and liabilities for selected time periods.

Table 5 — Maturities and Repricing Schedule

December 31, 2003
0-3 3-12 1-5 Over
Months Months Years 5 Years Total
Assets
LOATIS uvevvieeicrineiitesieere s eeesbes bt env e vt e e s sasabeencseresaeenes $ 67,061 $ 2935 $ 60,682 S 5,933 $ 163,132
Taxable SECUITHIES ....ecvvrureieeeierenrivrerrecrerenre e sresaesrens 1,159 3,802 18,549 1,267 24,777
Tax eXempPt SECUTILIES ....ovv.eerrereereieerrssenrsreserrreseerearons — 961 3,567 8,844 13,372
Rate-sensitive aSSELS......ocvurierieiivesieeiriecrieseeesirireeeerrens 68,320 34,119 82,798 16,044 201,281
Liabilities
Interest-bearing demand deposits...........covvvcerreerererenenns 47,189 — — — 47,189
SavINgs dePOSItS. ...eervrirerri s e 9,187 _ — — 9,187
TiME AEPOSIES...vevvervireerereriereseeisiecresrsseatsresas s ssssrssnsesenes 14,705 29,680 28,214 - 72,599
Federal Home Loan Bank advances........coo.ccvvevevevvnnenn. 10,250 7,000 16,500 — 33,750
Federal funds purchased ......cococcveieeninineneninncnienns 7,882 —_ — — 7,882
Repurchase agreements.........ccovervnvierneeennieniesnnenininens 5,305 — — — 5,305
Rate-sensitive liabilities ......ccovvvveivcveciieee e 94,518 36,680 44,714 — 175,912
Rate-sensitive assets less rate-sensitive liabilities:
Asset (liability) gap for the period.....c.ccocovvviieenncne. $ (26,198 $ (2,561) $ 38,084 § 16,044 $ 25,369
Cumulative asset (liability) gap ....cccovvvivvrcenrecrernnnens $ (26,198) $ (28,759 $ 9325 § 25369

One method the ALCO uses to measure interest rate sensitivity is the one-year repricing gap. ChoiceOne’s ratio of rate-sensitive assets
to rate-sensitive liabilities that matured or repriced within a one-year time frame was 78% at December 31, 2003, compared to 77% at
December 31, 2002. It is the ALCO’s goal to have this ratio range between 80% and 120%. The above table places the entire balance
of interest-bearing demand deposits, savings deposits,.and repurchase agreements in the shortest repricing term. Although these three
categories have the ability to reprice immediately, management has some control over the actual timing or extent of the changes in
interest rates on these deposits. The ALCO plans to continue to monitor the ratio of rate-sensitive assets to rate-sensitive liabilities on
a monthly basis in 2004. As interest rates change during 2004, the ALCO will attempt to match its maturing assets with corresponding
liabilities to maximize ChoiceOne’s net interest income.

Another method the ALCO uses to monitor its interest rate sensitivity is to subject rate-sensitive assets and liabilities to interest rate
shocks. At year-end 2003, management used a simulation model to subject its assets and liabilities to an immediate 300 basis point
increase and an immediate 100 basis point decrease in interest rates. The maturities of loans and mortgage-backed securities were
affected by certain prepayment assumptions. Maturities for interest-bearing core deposits were based on an estimate of the period over
which they would be outstanding. The maturities of advances from the Federal Home Loan Bank were based on their contractual
maturity dates. In the case of variable rate assets and liabilities, repricing dates were used to determine their values. The simulation
model measures the effect of the interest rate shock on both net income and shareholders' equity. ChoiceOne’s Interest Rate Risk
Policy states that the changes in interest rates cannot cause net income to decrease more than 12.5% and cannot cause the value of
shareholders’ equity to decrease more than 15%. A hypothetical interest rate shock as of December 31, 2003, would have caused net
income to increase 3% if rates increased 300 basis points and to decrease 8% if rates decreased 100 basis points. Both changes were
within policy limits. The market value of shareholders’ equity would decrease 18% if rates rose 300 basis points and would increase
7% if rates fell 100 basis points. The impact of the rate shock for rates rising 300 basis points slightly exceeds the policy limit;
however, management believes that the likelihood of an immediate 300 basis point increase in interest rates is remote. The ALCO
plans to continue to monitor the effect of changes in interest rates on both net income and shareholders’ equity and will make changes
in asset and liability maturities as it believes necessary.
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FINANCIAL SERVICES, INC.

109 East Division
Sparta, Michigan 49345

March 24, 2004
To our Shareholders:
We invite you to attend the Annual Meeting of Shareholders of ChoiceOne Financial Services, Inc., to be held at:

English Hills Terrace
5179 West River Drive, N.E.
Comstock Park, Michigan
Thursday, April 29, 2004
6:30 p.m. dinner; 7:40 p.m. Annual Meeting

The purpose of the meeting is to elect directors.

Please plan to join us before the Annual Meeting for an informal sit-down dinner to be served at 6:30 p.m.
Shareholders holding stock in single ownership form are invited to bring a guest. To assist us in our planning,
please complete and return the enclosed reservation card by Wednesday, April 14, 2004.

The following proxy statement and enclosed proxy are being furnished to holders of ChoiceOne Financial Services,
Inc. common stock on and after March 24, 2004. Please be sure to sign, date and return the enclosed proxy
promptly whether or not you plan to attend the meeting. A proxy may be revoked at any time before it is
exercised and shareholders who are present at the meeting may withdraw their proxy and vote in person if they wish
to do so. All owners should sign proxies as their names appear on the proxy. '

We hope you will join us at the 2004 Annual Meeting. We look forward to seeing you there.

Sincerely,

QQWQ@WQ\

James A. Bosserd
President and Chief Executive Officer




ChoiceOne

FINANCIAL SERVICES, INC.

109 East Division
Sparta, Michigan 49345

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

The annual meeting of shareholders of ChoiceOne Financial Services, Inc. will be held at English Hills
Terrace, 5179 West River Drive, N.E., Comstock Park, Michigan, on Thursday, April 29, 2004, at 7:40 p.m. local
time, for the following purposes:

1. To elect directors.

2. To transact any other business that may properly come before the meeting.

Shareholders of record at the close of business on March 1, 2004, are entitled to notice of and to vote at the
meeting and any adjournment of the meeting.

By Order of the Board of Directors,

Linda R. Pitsch

Secretary
March 24, 2004

It is important that your shares be represented at the
meeting. Even if you expect to attend the meeting,
PLEASE SIGN, DATE AND RETURN YOUR PROXY PROMPTLY.




CHOICEONE FINANCIAL SERVICES, INC.
109 East Division
Sparta Michigan 49345

ANNUAL MEETING OF SHAREHOLDERS
April 29, 2004

PROXY STATEMENT

Meeting Information

Time and Place of Meeting

You are invited to attend the annual meeting of
shareholders of ChoiceOne Financial Services, Inc. that
will be held on Thursday, April 29, 2004, at English
Hills Terrace, 5179 West River Drive, N.E., Comstock
Park, Michigan, at 7:40 p.m. local time.

This proxy statement and the enclosed proxy are being
furnished to you on and after March 24, 2004, in
connection with the solicitation of proxies by
ChoiceOne’s Board of Directors for use at the annual
meeting. In this proxy statement, “we,” “us,” “our”
and “ChoiceOne” refer to ChoiceOne Financial
Services, Inc. and “you” and “your” refer to
ChoiceOne shareholders.

Purpose of Meeting

The purpose of the annual meeting is to consider and
vote upon the election of directors. Your Board of
Directors recommends that you vote FOR each of the
nominees discussed in this proxy statement.

How to Vote Your Sharesv

You may vote at the meeting if you were a shareholder
of record of ChoiceOne common stock on March 1,
2004. You are entitled to one vote per share of
ChoiceOne common stock that you own on each matter
presented at the annual meeting.

As of March 1, 2004, there were 1,562,864 shares of
ChoiceOne common stock issued and outstanding.

Your shares will be voted at the annual meeting if you
properly sign and return to us the enclosed proxy. If
you specify a choice, your proxy will be voted as
specified. If you do not specify a choice, your shares
will be voted for the election of each nominee for
director named in this proxy statement. 1f other
matters are presented at the annual meeting, the
individuals named in the enclosed proxy will vote your
shares on those matters in their discretion. As of the

date of this proxy statement, we do not know of any
other matters to be considered at the annual meeting.

You may revoke your proxy at any time before it is
exercised by: :

s delivering written notice to the Secretary of
ChoiceOne; or
¢ attending and voting at the annual meeting.

Who Will Solicit Proxies

Directors, officers and employees of ChoiceOne and
ChoiceOne Bank (referred to as the “Bank™) will
initially solicit proxies by mail. They also may solicit
proxies in person, by telephone or by other means, but
they will not receive any additional compensation for
these efforts. Nominees, trustees and other fiduciaries
who hold stock on behalf of beneficial owners of
ChoiceOne common stock may communicate with the
beneficial owners by mail or otherwise and may
forward proxy materials to and solicit proxies from the
beneficial owners. ChoiceOne will pay all expenses
related to soliciting proxies.

Required Vote and Quorum

A plurality of the shares voting at the annual meeting is
required to elect directors. This means that if there are
more nominees than director positions to be filled, the
nominees for whom the most votes are cast will be
elected. In counting votes on the election of directors,
abstentions, broker non-votes and other shares not
voted will not be counted as voted, and the number of
shares of which a plurality is required will be reduced
by the number of shares not voted.

A majority of the shares entitled to vote at the annual
meeting must be present or represented at the meeting
to constitute a quorum. If you submit a proxy or attend
the meeting in pérson, your shares will be counted
towards the quorum, even if you abstain from voting
on some or all of the matters introduced at the meeting.
Broker non-votes also count for quorum purposes.




Election of Directors

The Board of Directors presently consists of eleven
individuals divided into three classes. Each class of
directors is as nearly equal in number as possible and
serves for a three-year term of office. The term of
office of one class of directors expires at the annual
meeting each year. An individual may not continue to
serve on the Board of Directors after he or she becomes
70 years old.

The Board of Directors proposes that the following
nominees be elected as directors for terms expiring at
the annual meeting of shareholders to be held in 2007:

Nominee

Frank G. Berris
Lawrence D. Bradford
Lewis G. Emmons
Stuart Goodfellow

Each proposed nominee currently serves as a director
of ChoiceOne for a term that will expire at this year’s

annual meeting. The persons named in the enclosed
proxy intend to vote for the election of the four
nominees listed. The proposed nominees are willing to
be elected and serve as directors. If a nominee is
unable to serve or is otherwise unavailable for election
— which we do not anticipate — the incumbent Board of
Directors may or may not select a substitute nominee.
If a substitute nominee is selected, your proxy will be
voted for the person so selected. If a substitute
nominee is not selected, your proxy will be voted for
the election of the remaining nominees. No proxy will
be voted for a greater number of persons than the
number of nominees named.

Biographical information is presented below
concerning the nominees for director, current directors
whose term of office will continue after the annual
meeting and the executive officers of ChoiceOne. All
of the directors of ChoiceOne also serve as directors of
the Bank. Except as otherwise indicated, each
nominee, current director and executive officer has had
the same principal employment for over five years.

ChoiceOne’s Board of Directors and Executive Officers

Nominees for Election as Directors

Frank G. Berris (age 56) is President and Chief
Executive Officer of and owns American Gas & Oil,
Inc., a distributor of petroleum products and operator
of gas stations. Mr. Berris is also a member of the
Michigan Petroleum Association/Michigan Association
of Convenience Stores. Mr. Berris has been a director
of ChoiceOne and the Bank since August 1991.

Lawrence D. Bradford (age 64) retired in December
2000 after serving as the President of ChoiceOne
Insurance Agencies, Inc., an insurance agency that is a
subsidiary of the Bank, since November 2000. Mr.
Bradford was a co-owner of the insurance agency prior
to its acquisition by the Bank in January 1996. Mr.
Bradford has been a director of ChoiceOne since 1986,

a director of the Bank since 1974 and a director of
ChoiceOne Insurance Agencies, Inc. since 1996.

Lewis G. Emmons (age 59) is President of Emmons
Development-Real Estate and President of Brat
Development, both real estate development firms. Mr.
Emmons has been a director of ChoiceOne since 1986
and a director of the Bank since 1978.

Stuart Goodfellow (age 60) owns Goodfellow
Blueberry Farms and Goodfellow Vending Services, a
vending company. Mr. Goodfellow is also past Vice
President and a director of the Michigan Blueberry
Growers Association. Mr. Goodfellow has been a
director of ChoiceOne and the Bank since August
1991.

Your Board of Directors Recommends that You
Vote FOR the Election of All Nominees as Directors




Continuing Directors with Terms Expiring in 2005

Bruce A. Johnson (age 51) is Vice President, Chief
Financial Officer and a director of Spartan Distributors,
Inc., a Sparta, Michigan based distributor of lawn and
garden equipment, turf equipment and irrigation
materials. Prior to joining Spartan Distributors in
1995, Mr. Johnson spent 21 years in various positions
with Old Kent Financial Corporation including
Chairman, President and Chief Executive Officer of
Old Kent Bank of Grand Blanc, Michigan and Vice
President and Manager of Private Banking for Old
Kent Bank in Grand Rapids, Michigan. Mr. Johnson
has been a director of ChoiceOne and the Bank since
March 2001.

Jon E. Pike (age 62) is a Certified Public Accountant
and Chairman of Beene Garter LLP, Certified Public
Accountants, of Grand Rapids, Michigan. Mr. Pike has
been Chairman of the Board of Directors since August
1998 and a director of ChoiceOne and the Bank since
September 1990. Mr. Pike is also a director and officer
of Wm. A. Rogers & Co., a retail hardware business in

Sparta, Michigan, and a Trustee of Denver Seminary in
Denver, Colorado. Mr. Pike serves as a director of
Porter Hills Retirement Community and Services and
Sparta Foam Inc.

Linda R. Pitsch (age 56) has been a director of
ChoiceOne and the Bank since December 1994 and
Secretary of ChoiceOne and the Bank since February
1995. Ms. Pitsch also has served as Senior Vice
President and Cashier of the Bank since January 1993.
Ms. Pitsch has been an employee of the Bank since
September 1969, serving in various management and
executive capacities. Ms. Pitsch has served as
Secretary of ChoiceOne Mortgage Company of
Michigan since January 2002. Ms. Pitsch has been a
director and Secretary of the Board for ChoiceOne
Insurance Agencies, Inc. since December 1998. Ms.
Pitsch is an instructor at Davenport College of
Business, serving on its Accounting Advisory Board,
and Secretary, Treasurer and a director of Strawberry
Pines Condominium Association.

Continuing Directors with Terms Expiring in 2006

James A. Bosserd (age 54) has been a director of
ChoiceOne and the Bank since he was appointed to
those boards in April 2001, Mr, Bosserd has been
President and Chief Executive Officer of ChoiceOne
and the Bank since April 2001. Mr. Bosserd has also
been President of ChoiceOne Insurance Agencies, Inc.
since April 2001 and President of ChoiceOne Mortgage
Company of Michigan since January 2002. Prior to
joining ChoiceOne and the Bank, Mr. Bosserd was
Senior Vice President-Retail Group Manager with
Huntington National Bank, a commercial bank, since
October 1997 and Senior Vice President-Private
Banking Manager with Huntington National Bank
since April 1999. Mr. Bosserd also served as President
and Chief Executive Officer of FMB State Savings
Bank, a commercial bank in Lowell, Michigan, from
1992 through 1997. Mr. Bosserd has also been a
director of West Shore Computer Services, Inc., a data
processing company in which ChoiceOne owns a 20%
interest, since February 2002. Mr. Bosserd is a director
of Sparta Chamber of Commerce and the FFA
Foundation.

William F. Cutler, Jr. (age 56) is the former Vice
President of the H. H. Cutler Company, an apparel

manufacturer. Mr. Cutler joined the H. H. Cutler
Company in 1970 and served in various management
and executive capacities until January 1994. The H. H.
Cutler Company was sold to VF (Vanity Fair)
Corporation in January 1994. Mr. Cutler has been a
director of ChoiceOne and the Bank since October
1993. Mr. Cutler served as a director of the Sparta
Health Center from 1981 until 1996.

Paul L. Johnson (age 54) is President of Falcon
Resources Inc. in Belmont, Michigan, a sales,
engineering and design firm for the automotive and
furniture industries. Mr. Johnson has been a director of
ChoiceOne and the Bank since July 1999, Mr.
Johnson has been a director of ChoiceOne Insurance
Agencies, Inc. since November 2000.

Andrew W. Zamiara (age 63) is a registered
pharmacist and is the owner, President and Manager of
Momber Pharmacy and Gift Shop in Sparta, Michigan
and Momber Hallmark in Rockford, Michigan. Mr.
Zamiara has been a director of ChoiceOne and the
Bank since August 1990.




Executive Officers who are not Directors

Lee A. Braford (age 43) has been Vice President,
Loan Operations of the Bank since September 2001.
Mr. Braford was elected an officer of ChoiceOne
Mortgage Company of Michigan in 2003. Prior to his
employment with ChoiceOne, Mr. Braford was
employed by Bank West, a commercial bank in Grand
Rapids, Michigan, from March 2001 until September
2001 and by Cornerstone University as an Events
Director from September 1997 until January 2001.
Before that, Mr. Braford was employed with
ChoiceOne in various management capacities since
August 1980.

Mary J. Johnson (age 40) has been a Vice President
of the Bank since September 1998. Prior to that, Ms.
Johnson was employed by the Bank, serving in various
management and executive capacities since April 1993.
Ms. Johnson serves as an officer of Johnson & Johnson
Builders, Inc., a construction company.

Louis D. Knooihuizen (age 54) has been Senior Vice
President, Commercial Loans of the Bank since
December 2001. Mr. Knooihuizen was elected an
officer of ChoiceOne Mortgage Company of Michigan
in 2003. Prior to his employment with ChoiceOne, Mr.
Knooihuizen was employed by Bank West, a
commercial bank in Grand Rapids, Michigan, as Senior
Vice President, Commercial Loans since May 1999

and by National City Bank, a commercial bank, as Vice
President, Commercial Loans since February 1995.

Mr. Knooihuizen has been a director of ChoiceOne
Insurance Agencies, Inc. since January 2002.

Thomas L. Lampen (age 48), a Certified Public
Accountant, has been Vice President and Chief
Financial Officer of the Bank since January 1992 and
Treasurer of ChoiceOne since April 1987. Mr.
Lampen has been the Treasurer of ChoiceOne
Insurance Agencies, Inc. since January 1996 and the
Treasurer of ChoiceOne Mortgage Company of
Michigan since January 2002. Prior to his employment
with ChoiceOne, Mr. Lampen was employed by Grant
Thornton, a national accounting firm.

Kelly Potes (age 42) has been Senior Vice President
and General Manager of ChoiceOne Insurance
Agencies, Inc. since January 2001. Prior to that, Mr.
Potes was President of Kent-Ottawa Financial
Advisors, Inc., a financial consulting firm, since
December 1998 and Vice President, Retail Services of
the Bank since May 1984. Mr. Potes has been a
director of ChoiceOne Insurance Agencies, Inc. since
January 2001. Mr. Potes serves as a Trustee of the
Sparta Board of Education and President of the Sparta
Township Library.

Committees of the Board of Directors

The Board of Directors has established the following
six standing committees:

Audit Committee

Branching and Acquisitions Committee

Compliance/CRA Committee

Executive and Loan Review Committee

Governance and Nominating Committee
Personnel and Benefits Committee

¢ & & o &

Audit Committee. The Audit Committee is directly
responsible for the appointment, compensation,
retention and oversight of the work of the
independent public accountants. The Audit
Committee reviews their fees for audit and non-audit
services and the scope and results of audits
performed by them. The Audit Committee also
reviews ChoiceOne’s internal accounting controls,
the proposed form of its financial statements, the

results of internal audits and compliance programs,
and the results of the examinations received from
regulatory authorities. The Audit Committee operates
pursuant to a written charter, which was adopted by
the Board of Directors. A copy of the Audit
Committee charter was attached as Appendix A to
ChoiceOne’s proxy statement for its annual meeting
of shareholders held in 2003. As of the date of this
proxy statement, Jon E. Pike (Chairman), William F.
Cutler, Jr., Bruce A. Johnson and Paui L. Johnson
serve on the Audit Committee. ChoiceOne has
designated Mr. Pike as its audit committee financial
expert as defined by the Securities and Exchange
Commission (“SEC”). As of the date of this proxy
statement, all of the members of the Audit Committee
are independent directors as defined by the rules of
the SEC and the NASD. The Audit Committee met
five times during 2003,

Branching and Acquisitions Committee. The
Branching and Acquisitions Committee considers
potential acquisitions by ChoiceOne or the Bank. As




of the date of this proxy statement, Frank G. Berris,
James A. Bosserd, Lewis G. Emmons, Paul L.
Johnson, Linda R. Pitsch and Andrew W. Zamiara
serve on the Branching and Acquisitions Committee.
The Branching and Acquisitions Committee met two
times during 2003.

Compliance/CRA Committee. The Compliance/CRA
Committee manages the Bank’s compliance
requirements with various federal banking
regulations and under the Community Reinvestment
Act. As of the date of this proxy statement, Linda R.
Pitsch (Chairperson), James A. Bosserd, Stuart
Goodfellow, Bruce A. Johnson, Lee A. Braford,
Mary J. Johnson, Jason A. Parker, Louis D.
Knooihuizen and Karen M. Stein serve onthe -
Compliance/CRA Committee. Lee A. Braford, Mary
J. Johnson, Jason A. Parker, Louis D. Knooihuizen
and Karen M. Stein are officers of the Bank. The
Compliance/CRA Committee met three times during
2003.

Executive and Loan Review Committee. The
Executive and Loan Review Committee reviews all
aspects of the Bank’s loan activity, including new
loans of $25,000 or more, problem or other loans
identified by examiners, loans 60 days or more past
due and non-accrual loans. The Executive and Loan
Review Committee also approves loan charge-offs
and extensions of credit of up to 15% of the capital
and surplus of the Bank. The Executive and Loan
Review Committee may also act in other capacities if
the Board of Directors so authorizes. As of the date
of this proxy statement, Jon E. Pike (Chairman),
Frank G. Berris, Lawrence D. Bradford, William F.
Cutler, Jr., Lewis G. Emmons, Stuart Goodfellow,
Bruce A. Johnson, Paul L. Johnson and Andrew W.
Zamiara serve on the Executive and Loan Review
Committee. The Executive and Loan Review
Committee met twelve times during 2003,

Governance and Nominating Committee. The
Governance and Nominating Committee administers
the process of nominations for directorships and
coordinates ChoiceOne’s corporate governance
initiatives and policies. The Governance and
Nominating Committee operates pursuant to a written
charter, which was adopted by the Board of
Directors. The Governance and Nominating
Committee charter can be found on ChoiceOne’s
website at www.choiceone.com. As of the date of
this proxy statement, William F. Cutler, Jr., Paul L.
Johnson and Andrew W. Zamiara serve on the
Govemance and Nominating Committee. All of the
members of the Governance and Nominating
Committee are independent directors as defined by

the rules of the NASD. The Governance and
Nominating Committee met once during 2003.

Personnel and Benefits Committee. The Personnel
and Benefits Committee performs-the functions of a
compensation committee. The Personnel and Benefits
Committee receives recommendations from senior
management and makes recommendations to the
Board of Directors concerning the compensation and
benefits of ChoiceOne’s and the Bank’s officers. The
Personnel and Benefits Committee also reviews the
provisions of the Personnel Manual. As of the date
of this proxy statement, Andrew W. Zamiara
(Chairman), William F. Cutler, Jr., Stuart Goodfellow
and Jon E. Pike serve on the Personnel and Benefits
Committee. James A. Bosserd attends meetings but
is not a member of this committee. The Personnel
and Benefits Committee met four times during 2003.

Board Meeting Attendance

During 2003, the ChoiceOne Board of Directors held
twelve regular meetings and no special meetings. All
directors attended at least 75% of the aggregate
number of meetings of the Board of Directors and
meetings of committees on which they served during
the year (during the periods that they served), except
for Andrew Zamiara, who attended 73% of such
meetings.

Annual Meeting Attendance

ChoiceOne expects all of its directors to attend the
annual meeting. In 2003, ten directors attended the
annual meeting. . )

Compensation of Directors

During 2003, ChoiceOne compensated its directors at
the rate of $350 quarterly for board meeting
attendance. Directors who were not employees of
ChoiceOne or the Bank received $100 per hour for
each meeting of any committee of the Board of
Directors on which they served other than the
Executive and Loan Review Committee. During
2003, the Bank compensated its directors at the rate
of $450 per meeting attended. The Chairman of the
Board of the Bank received an additional $100 per
meeting attended.

Under ChoiceOne's Directors’ Stock Purchase Plan, a
director may elect to receive payment of 25%, 50%
75% or 100% of his or her director's fees in the form
of ChoiceOne common stock. On each quarterly
payment date, a director participating in this plan
receives a number of shares of ChoiceOne common




stock (rounded to the nearest whole share)
determined by dividing the dollar amount of fees
payable that the director has elected to receive as
ChoiceOne common stock by the market value of
ChoiceOne common stock on the day before the
quarterly payment date.

Communicating with the Board of Directors

Shareholders and interested parties may communicate
with members of ChoiceOne’s Board of Directors by
sending correspondence addressed to the board as a
whole, a specific committee, or a specific board
member c/o Linda R. Pitsch, Secretary, ChoiceOne
Financial Services, Inc., 109 East Division, Sparta,
Michigan 49345. All correspondence will be
forwarded directly to the applicable members of the
Board of Directors.

Shareholder Nominations

The Governance and Nominating Committee will
consider director candidates recommended by
shareholders, directors, officers, third party search
firms and other sources. Shareholders may
recommend individual nominees for consideration by
the Governance and Nominating Committee by
communicating with the committee as described
under the heading “Communicating with the Board.”
The Governance and Nominating Committee will
ultimately determine whether a shareholder
recommendation will result in a nomination under
this process. In considering potential nominees, the
committee will review all candidates in the same
manner, regardless of the source of the
recommendation. In evaluating the skills and
characteristics required of board members, the
committee considers various factors and believes that
each candidate should:

¢  be chosen without regard to sex, race, religion or
national origin;

¢ be an individual of the highest character and
integrity and have an inquiring mind, vision and
the ability to work well with others;

e be free of any conflict of interest that would
violate any applicable law or regulation or
interfere with the proper performance of the
responsibilities of a director;

¢ possess substantial and significant experience
that would be of particular importance to
ChoiceOne in the performance of the duties of a
director;

¢ have sufficient time available to devote to the
affairs of ChoiceOne in order to carry out the
responsibilities of a director; and

¢ have the capacity and desire to represent the
balanced, best interests of the shareholders as a
whole.

To make a direct shareholder nomination, you must
send a notice to the Secretary of ChoiceOne that sets
forth with respect to each proposed nominee:

¢ the name, age, business address and residence
address of the nominee;

o the principal occupation or employment of the
nominee;

¢ the number of shares of capital stock of
ChoiceOne that the nominee beneficially owns;

¢ astatement that the nominee is willing to be
nominated and to serve; and

e such other information concerning the nominee
as would be required under the rules of the SEC
to be included in a proxy statement soliciting
proxies for the election of the nominee.

You must send this notice to the Secretary not less
than 120 days prior to the date of notice of an annual
meeting and not more than seven days following the
date of notice of a special meeting called for election
of directors.




Ownership of ChoiceOne Common Stock

Ownership of ChoiceOne Stock by Directors and Executive Officers

The following table sets forth information concerning the number of shares of ChoiceOne common stock held as of
December 31, 2003, by each of ChoiceOne’s directors and nominees for director, each of the named executive
officers and all of ChoiceOne’s directors, nominees for director and executive officers as a group:

Amount and Nature of
Beneficial OQwnership of Common Stock(1)
Sole Voting Shared Shares
. and Votingor . Underlying Total Percent

Name of Dispositive Dispositive Unexercised Beneficial of
Beneficial Owner Power Power(2) Options Ownership Class
Frank G. Berris 20,322 20,322 1.3%
James A. Bosserd 2,387 1,404 2,163 5,954 *
Lawrence D. Bradford 17,364 17,364 1.1
William F. Cutler, Jr. 23,307 23,307 1.5
Lewis G. Emmons 14,312 14,312 *
Stuart Goodfellow 30,391 2,846 33,237 2.1
Bruce A. Johnson 5,054 5,054 ¥
Paul L. Johnson 27,565 27,565 1.8
Louis D. Knooihuizen 1,961 687 2,648 *
Jon E. Pike 2,708 6,880 9,588 *
Linda R. Pitsch 1,131 873 831 2,835 *
Andrew W. Zamiara 1,084 5,296 6,380 *
All directors and

executive officers
as a group 99,174(3) 89,004(3) 6,757 194,935(3) 12.47%

*Less than 1%.

) The numbers of shares stated are based on information furnished by each person listed and include shares
personally owned of record by that person and shares that under applicable regulations are considered to be
otherwise beneficially owned by that person.

@) These numbers include shares as to which the listed person is legally entitled to share voting or dispositive
power by reason of joint ownership, trust or other contract or property right, and shares held by spouses,
certain refatives and minor children over whom the listed person may have influence by reason of
relationship.

3) Total beneficial ownership includes 17,741 shares of ChoiceOne common stock held by the ChoiceOne
Bank 401(k) and Employee Stock Ownership Plan in the accounts of employees, of which executive
officers of ChoiceOne are administrators. Of the 17,741 shares of ChoiceOne common stock in this plan,
the directors and executive officers have included 4,317 shares in this table as beneficially owned with sole
voting and dispositive power. The remaining 13,424 shares are reported as beneficially owned with shared
voting or dispositive power and the officers and directors disclaim beneficial ownership of such shares.

Five Percent Shareholders

As of March 1, 2004, we know of no person who beneficially owns more than five percent of the outstanding shares
of ChoiceOne’s common stock.




Stock Performance

The graph below compares the total return on an investment in ChoiceOne common stock with the returns on both a
broad-based stock market index and an index comprised of bank holding companies. The total return is measured
using both stock price appreciation and the effect of continuous reinvestment of dividends.

The Standard & Poor’s 500 Stock Index is a broad equity market index published by Standard & Poor’s. The KBW
50 Index is a market capitalization weighted bank stock index published by Keefe, Bruyette & Woods, Inc., an
investment banking firm that specializes in the banking industry. The KBW 50 Index is composed of 50 money
center and regional bank holding companies and other financial services companies.

Five Year Cumulative Total Shareholder Return
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The dollar values plotted in the line graph above are as follows:

Deceriber 31, ChoiceOne KBW 50 S&P 500
1998 $100.0 $100.0 $100.0
1999 112.9 96.2 121.0
2000 71.5 115.5 110.0
2001 85.0 110.7 96.9
2002 93.7 103.0 75.6

2003 4 117.1 138.0 97.0




Executive Compensation

Summary of Executive Compensation

The following table shows selected information concerning the compensation of James A. Bosserd, who served as
ChoiceOne’s Chief Executive Officer during 2003, and Louis D. Knooihuizen, who served as Senior Vice President,
Commercial Loans during 2003, for services rendered to ChoiceOne and the Bank during each year in the three-year
period ended December 31, 2003. No other executive officer received an aggregate annual salary and bonus of
more than $100,000. The Bank compensated Messrs. Bosserd and Knooihuizen in the capacities indicated in the
table. Mr. Knooihuizen did not receive any compensation from the Bank during 2001.

SUMMARY COMPENSATION TABLE

Long-Term Compensation

Annual Compensation Awards Payouts
Number of
Other Restricted Shares )
Name and Annual Stock  Underlying LTIP All Other
Principal Position Year Salary(1) Bonus(2) Compensation Awards  Options Payouts Compensation(3)

James A. Bosserd 2003 $147,395 $22,500 1,500 $23,305
Director, President and 2002 145,700 15,000 1,050 39,751
Chief Executive Officer of 2001 =~ 94,600 10,000 10,242
ChoiceOne and the Bank '

Louis D. Knooihuizen 2003 $ 92,700 $10,000 500 $ 375
Senior Vice President of 2002 89,308 8,500 500 329

ChoiceOne and Senior
Vice President of the Bank

) Includes compensation deferred under the Bank’s 401(k) and Employee Stock Ownership Plan and, for Mr.
Bosserd, director fees paid by ChoiceOne and the Bank.

(2) Includes compensation deferred under the Bank’s 401(k) and Employee Stock Ownership Plan.
(3) All other compensation. in 2003 includes: (a) for Mr. Bosserd, relocation expenses of $17,651, a life

insurance premium payment of $414 and an employer contribution under the Bank’s 401(k) and Employee
Stock Ownership Plan of $5,240; and (b) for Mr. Knooihuizen, a life insurance premium payment of $375.

Stock Options

The following tables provide information concerning stock options granted to the named executive officers during
2003 and unexercised options held as of December 31, 2003:

OPTION GRANTS IN LAST FISCAL YEAR

Individual Grants

Percent of
Total
Number of Options
Shares Granted to Exercise
Underlying Employees Price Grant Date
Options in Fiscal Per Expiration Present
Name Granted(1) Year Share(1) Date Value(2)
James A. Bosserd 1,500 30.6% $14.38 1/15/13 $2,760
Louis D. Knooihuizen 500 10.2% 14.38 1/15/13 920




(1) The per share exercise price of each option is equal to the market value of ChoiceOne common stock on
the date each option was granted. Options were granted for a term of ten years. Options terminate,
subject to certain limited exercise provisions, in the event of death, retirement or other termination of
employment. Options become exercisable over a period from the date of grant until three years after the
date of grant. All options permit the option price to be paid by delivery of cash or other shares of
ChoiceOne common stock owned by the option holder, including shares acquired through the exercise of
other options.

(2) Based on the Black-Scholes option pricing model. The actual value, if any, an option holder may realize
will depend on the excess of the stock price over the exercise price on the date the option is exercised.
There is no assurance the value realized by an option holder, if any, will be at or near the value
estimated by the Black-Scholes model. The estimated values in the table above were calculated using the
Black-Scholes model based on assumptions that include:

» astock price volatility factor of 18.95%, calculated using monthly stock prices for the three years
prior to the grant date;

» arisk free rate of return of 3.65%;

» an expected average dividend yield of 4.49% (approximately the dividend yield at the date of the
grant); and

* an expected average option holding period of seven years.

No adjustments were made for the general non-transferability of the options or to reflect any risk of
forfeiture before vesting. Disclosure of grant date present value is presented pursuant to SEC regulations.
ChoiceOne’s use of the Black-Scholes model to indicate the present value of each grant is not an
endorsement of this valuation method.

FISCAL YEAR-END OPTION VALUES

Number of Shares Value of Unexercised
Underlying Unexercised In-the-Money
Options at Fiscal Year-End Options at Fiscal Year-End(1)
Name Exercisable Unexercisable Exercisable Unexercisable
James A. Bosserd 900 1,650 $2,490 $4,268
ILouis D. Knooihuizen 375 625 889 1,481

(1) The values reported are based on a fair market value of $16.75 per share, the closing bid price of ChoiceOne’s
common stock on December 31, 2003.

None of the executive officers listed in the table exercised options during the year ended December 31, 2003.
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Executive Stock Incentive Plan

ChoiceOne’s Amended and Restated Executive Stock
Incentive Plan provides that options to purchase
shares of common stock, stock appreciation rights
and stock awards may be granted to officers and
other key employees of ChoiceOne and its sub-
sidiaries. A stock option entitles the recipient to
purchase shares of common stock for a stated period
of time at a stated price. Subject to certain restric-
tions, the Personnel and Benefits Committee deter-
mines who will be granted options, the number of
shares subject to each option, the form of payment
for exercise of an option and other matters related to
the stock incentive plan. The Personnel and Benefits
Committee also determines the terms and conditions
of any stock appreciation rights and stock awards
granted under the stock incentive plan. The
Personnel and Benefits Committee may provide that,
if there is a merger or combination of ChoiceOne
with another entity or a change in control of
ChoiceOne:

*  any vesting restrictions are accelerated,

e any restrictions are eliminated; or

* any participant may choose to receive cash in
lieu of outstanding stock options.

The Personnel and Benefits Committee has provided
for the acceleration of vesting of options upon a
change in control of ChoiceOne in all outstanding
stock options.

Employment Contracts

As an inducement for Mr. Bosserd's agreement to
serve as a director and President and Chief Executive
Officer of ChoiceOne and the Bank, ChoiceOne and
the Bank entered into an employment agreement with
Mr. Bosserd in 2001. Under this agreement,
ChoiceOne and the Bank agreed to:

*  pay Mr. Bosserd a salary of $130,000 per year as
may be adjusted, less taxes and withholdings,
plus possible bonuses not to exceed 25% of his
base salary;

e pay Mr. Bosserd the regular director’s fee for
attending Board meetings;

e provide Mr. Bosserd with an automobile
allowance of $500 per month;

» reimburse Mr. Bosserd for all documented
business expenses;

» provide Mr. Bosserd a lump sum severance
amount equal to one year's base salary if Mr.
Bosserd is terminated, without cause, within one
year following a change in control of
ChoiceOne;

e provide Mr. Bosserd with four weeks paid
vacation; and

¢ provide Mr. Bosserd with the same health and
other employee benefits provided to other
employees of ChoiceOne and the Bank.

Mr. Bosserd agreed not to disclose or make any use
of confidential or proprietary information of
ChoiceOne or the Bank, and agreed not to compete
with ChoiceOne or the Bank during his employment

‘with ChoiceOne and the Bank and for a period of one

year after such employment.
401(k) Plan

The ChoiceOne Bank 401(k) and Employee Stock
Ownership Plan is qualified under Section 401(a) of
the Internal Revenue Code.

The purpose of the 401(k) plan is to permit Bank
employees, including the named executive officers,
to save for retirement on a pre-tax basis. In addition
to an employee’s pre-tax contributions, the Bank may
contribute discretionary matching and/or employee
stock ownership plan payments to the 401(k) plan. If
the Bank contributes matching and/or employee stock
ownership plan payments to the 401(k) plan, those
contributions will become fully vested after six years
of a participant’s vested service.

Each participant in the 401(k) plan has an account to
record the participant’s interest in the plan. Amounts
contributed by or on behalf of a participant are
credited to his or her account. A participant’s benefit
from the 401(k) plan is equal to the vested amount in
the participant’s account when he or she terminates
employment with the Bank. The employee stock
ownership plan provisions provide that the 401(k)
plan, in part, is designed to invest primarily in stock
of ChoiceOne.

Discretionary Bonus Plan

Under ChoiceOne’s discretionary bonus plan,
executives may earn bonuses based upon individual
and corporate performance, as determined by
ChoiceOne’s Board of Directors, in its sole
discretion.




Personnel and Benefits Committee Report on Executive Compensation

The Personnel and Benefits Committee of
ChoiceOne’s Board of Directors administers benefit
plans, reviews ChoiceOne’s key personnel policies
and programs, including individual salaries of
executive officers, and submits recommendations to
the Board of Directors. Directors who are also

" employees of ChoiceOne or the Bank may not serve
as voting members of the Personnel and Benefits
Committee.

Successful long-term financial performance and
increasing shareholder value are ChoiceOne’s
primary corporate goals. ChoiceOne’s executive
compensation practices are intended to encourage
successful financial performance and attract and
retain talented key executives who are critical to
ChoiceOne’s long-term success.

ChoiceOne’s executive compensation program
consists of three components:

base salary;

annual cash incentive bonus opportunities; and
» long-term incentives through awards of stock

options.

In determining the levels of some components, the
Personnel and Benefits Committee considers only
corporate performance. In determining the levels of
other components, such as base salary and annual
cash incentive bonus opportunities, the Personnel and
Benefits Committee will consider a number of factors
in addition to corporate performance.

When establishing base salary levels, the Personnel
and Benefits Committee’s primary goal is to be
competitive. The Personnel and Benefits Committee
establishes ranges for base salaries of executive
officers by comparing ChoiceOne to other more or
less comparable bank holding companies. In general,
salaries paid to ChoiceOne’s executives have been
closer to the median, rather than either the high or
low end, of each range. Although the Personnel and
Benefits Committee considers corporate performance
when establishing base salary levels, corporate
performance is not the most important factor. The
Personnel and Benefits Committee also considers a
discretionary assessment of job performance when
establishing base salary levels.

Annual discretionary bonuses are based on
performance at three levels:

s  corporate,
o  business unit; and
e individual.

The Personnel and Benefits Committee annually
approves how to weigh each participant’s
performance at each level. During 2003, Mr.
Bosserd’s cash incentive bonus was based 100% on
corporate performance. The Personnel and Benefits
Committee establishes target cash awards for
participants in the annual discretionary bonus plan.
Target awards range from 0% to 16% of base salary.
For their individual performance in 2003, executive
officers as a group, other than Mr. Bosserd, were
awarded discretionary bonuses totaling $47,072.
Mr. Bosserd received a discretionary bonus of
$22,500 because corporate performance was at the
high end of the targeted range.

ChoiceOne uses long-term incentives to reward
executives for achieving the long-term goal of
increasing shareholder value. All of ChoiceOne’s
long-term incentives have involved awards of stock
options. Stock ownership is considered important.
Through stock ownership, the interests of executives
become joined with those of the shareholders. Under
ChoiceOne’s Amended and Restated Executive Stock
Incentive Plan, executives may be rewarded for
enhancing shareholder value through the increase in
the value of shares subject to options that the
executives receive. During 2003, the Personnel and
Benefits Committee made awards of stock options to
ChoiceOne’s executive officers, including Mr.
Bosserd, for a total of 4,900 shares of common stock.
Mr. Bosserd received the greatest number of stock
options because the Personnel and Benefits
Committee believes he has the greatest potential to
influence corporate performance and, therefore,
should have the greatest amount of potential
compensation “at risk.”

ChoiceOne generally maintains a conservative level
of perquisites and personal benefits. The dollar value
of perquisites and personal benefits provided to
executive officers does not exceed 10% of the
applicable executive officer’s annual base salary and
bonus.

Mr. Bosserd's compensation was determined by the
Personnel and Benefits Committee and was set at a
level to approximate the weekly compensation and
perquisites of chief executive officers with




comparable levels of experience working with
comparable sized bank holding companies.

Section 162(m) of the Internal-Revenue Code
provides that publicly held corporations may not
deduct compensation paid to certain executive
officers in excess of $1 million annually, with certain
exemptions. ChoiceOne has examined its executive
compensation policies in light of Section 162(m} and
the regulations that the Internal Revenue Service has
issued to implement that section. We do not expect
that any portion of ChoiceOne’s deductions for
employee compensation will be disallowed in 2004

or in future years by reason of actions expected to be
taken in 2004.

During 2003, the Board of Directors approved all of
the Personnel and Benefits Committee’s
recommendations without modification.

Respectfully submitted,

Andrew W. Zamiara, Chairman
William F. Cutler, Jr.

Stuart Goodfellow

Jon E. Pike

Audit Committee Report

The Audit Committee reviews and supervises
ChoiceOne’s procedures for recording and reporting
the financial results of its operations on behalf of the
Board of Directors, ChoiceOne’s management has
primary responsibility for the financial statements
and the reporting process, including the systems of
internal controls. In fulfilling its supervisory duties,
the Audit Committee has reviewed ChoiceOne’s
audited financial statements for the year ended
December 31, 2003 included in the 2003 Annual
Report to Shareholders and has discussed those
financial statements with ChoiceOne’s management,
including a discussion of the quality, not just the
acceptability, of the accounting principles, the
reasonableness of significant judgments, and the
clarity of the disclosures in the financial statements.

The Audit Committee has also reviewed with
ChoiceOne’s independent auditors — who are
responsible for expressing an opinion on the
conformity of those financial statements with
generally accepted accounting principles — the
judgments of the independent auditors concerning the
quality, not just the acceptability, of the accounting
principles and such other matters that are required

under generally accepted auditing standards to be
discussed with the independent auditors. In addition,
the Audit Committee has received from the
independent auditors the written disclosures required
by the Independence Standards Board, has discussed
with them their independence from ChoiceOne’s
management and ChoiceOne, and has considered the
compatibility of nonaudit services with their
independence.

After and in reliance on the reviews and discussions
described above, the Audit Committee recommended
to ChoiceOne’s Board of Directors that the audited
financial statements for the year ended December 31,
2003 be included in ChoiceOne’s Annual Report on
Form 10-K for the year then ended to be filed with
the SEC.

Respectfully submitted,

Jon E. Pike, Chairman
William F. Cutler, Jr.
Bruce A. Johnson
Paul L. Johnson

Related Matters

Section 16(a) Beneficial Ownership Reporting
Compliance

Section 16(a) of the Securities Exchange Act of 1934
requires directors and officers of ChoiceOne and
persons who beneficially-own more than 10% of the
outstanding shares of its common stock to file reports
of beneficial ownership and changes in beneficial
ownership of shares of common stock with the SEC.

SEC regulations require such persons to furnish
ChoiceOne with copies of all Section 16(a) reports
they file. Based solely on our review of the copies of
such reports received by us or written representations
from certain reporting persons that no Forms 5 were
required for those persons, we believe that all
applicable Section 16(a) reporting and filing
requirements were satisfied by such persons from
January 1, 2003, through December 31, 2003.




Certain Relationships and Related Transactions

Directors, nominees for director and executive
officers of ChoiceOne and members of their
immediate families were customers of and had
transactions with the Bank inthe ordinary course of
business between January 1, 2003, and December 31,
2003. We anticipate that such transactions will take
place in the future in the ordinary course of business.
All loans and commitments included in such
transactions were made on substantially the same
terms, including interest rates and collateral, as those
prevailing at the time for comparable transactions
with other persons and did not involve more than the
normal risk of collectibility or present other
unfavorable features.

Independgnt Certified Public Accountants

Crowe Chizek and Company LLC, Certified Public
Accountants, served as ChoiceOne’s principal
accountant for 2003. The Audit Committee of the
Board of Directors has selected Crowe Chizek and
Company LLC to act as ChoiceOne’s principal
accountant for 2004. Representatives of Crowe
Chizek and Company LLC are not expected to attend
the annual meeting. If a representative of Crowe
Chizek and Company LLC attends the meeting, the
representative will have an opportunity to make a
statément if he or she desires to do so and will be
expected to be available to respond to appropriate
questions. '

In accordance with SEC rules, ChoiceOne’s Audit
Committee has adopted a Pre-Approval Policy.
Under the Pre-Approval Policy, all audit and non-
audit services need to be pre-approved by the Audit
Committee.

The Pre-Approval Policy permits the Audit
Committee to delegate to one or more of its members
pre-approval decisions. The member or members to
whom such authority is delegated shall report, for
informational purposes, any pre-approval decisions to
the Audit Committee at its next scheduled meeting.

The Audit Committee has identified certain services
that do not impair the independence of the
independent auditors and granted general pre-
approval for those services. All services that do not
have general pre-approval must be specifically pre-
approved by the Audit Committee. The Audit
Committee will periodically set pre-approval fee
levels for all services to be provided by the
independent auditors. Any proposed services

exceeding these levels require specific pre-approval
by the Audit Committee.

The Pre-Approval Policy requires the independent
auditors to provide detailed back-up documentation,
which will be provided to the Audit Committee,
regarding specific services to be provided.

Requests or applications to provide services that
require separate pre-approval by the Audit
Committee will be submitted to the Audit Committee
by both the independent auditors and the Chief
Executive Officer or Chief Financial Officer, and
must include a joint statement as to whether, in their
view, the request or application is consistent with the
SEC’s rules on auditor independence.

Audit Fees. ChoiceOne paid Crowe Chizek and
Company LLC $43,400 during 2003 and $30,300
during 2002 for the audit of ChoiceOne’s annual
financial statements and review of financial
statements included in ChoiceOne’s quarterly reports
on Form 10-Q, or services that are normally provided
by the auditors in connection with statutory and
regulatory filings. -

Audit-Related Fees. ChoiceOne paid to Crowe
Chizek and Company LLC $61,375 during 2003 and
$67,195 during 2002 for assurance and related
services that were reasonably related to the
performance of the audit or review of ChoiceOne’s
financial statements and are not reported under
“Audit Fees” above.

Tax Fees. ChoiceOne paid to Crowe Chizek and
Company LLC $9,475 during 2003 and $14,628
during 2002 for tax compliance, tax advice and tax
planning. Tax services included preparing
ChoiceOne’s federal and state tax returns.

All Other Fees. ChoiceOne paid to Crowe Chizek and
Company LLC $11,260 during 2003 and $24,570
during 2002 for services other than those services
described above. In 2003, these services included an
operational review of ChoiceOne Mortgage
Company, an analysis of postretirement healthcare
benefits and attendance at a Board of Director’s
retreat. In 2002, these services included
consultations regarding formation of ChoiceOne
Mortgage Company, a branch site analysis, and
consent procedures related to various employee stock
plans.




Shareholder Proposals

If you would like a proposal to be presented at the
2005 annual meeting of shareholders and if you
would like your proposal to be included in
ChoiceOne’s proxy statement and form of proxy
relating to that meeting, you must submit the
proposal to ChoiceOne in accordance with Securities
and Exchange Commission Rule 14a-8. ChoiceOne
must receive your proposal by November 24, 2004
for your proposal to be eligible for inclusion in the
proxy statement and form of proxy relating to that
meeting. To be considered timely, any other
proposal that you intend to present at the 2005 annual
meeting of shareholders must similarly be received
by ChoiceOne by November 24, 2004,

-15-

Form 10-K Report Available

ChoiceOne’s Form 10-K Annual Report to the
Securities and Exchange Commission, including
financial statements and financial statement
schedules, will be provided to you without charge
upon written request. Please direct your requests
to Mr. Thomas L. Lampen, Treasurer, ChoiceOne
Financial Services, Inc., 109 East Division, Sparta,
Michigan 49345.




